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A Study of the Economic and Environmental Effects

Executive Summary and Key Findings

INTRODUCTION

This study assesses the incremental economic and environmental impacts resulting from changesin
the timing and scope of forest product tariff reductions as proposed in the Accelerated Tariff
Liberalization initiative (ATL) in forest products anong member countries of the World Trade
Organization (WTO). The study’ sanalysis of environmental effects focuses on possible changesin
timber harvest, in both the United States and worldwide, and rests directly on an analysis of the
economic (trade, production and consumption) effects of the initiative.

After theannouncement of the proposed ATL initiative, many environmental organizationsexpressed
concern that these forest product tariff reductions would lead to increased timber harvest and, asa
result, potential environmental degradation. In response, the Office of the United States Trade
Representative and the White House Council on Environmental Quality committed to analyze the
economic and environmental effects of the initiative and requested comments from the public.*

The environmenta analysisis not areview of baseline trends in world forest area or condition; the
analysis also does not attempt to determine, in detail, those levels, patterns, and methods of timber
harvest that are “sustainable.” Instead, it is an examination of (1) the direction and magnitude of
change in timber harvest that can be attributed to the ATL; and (2) the location of this change in
harvest.

Forest Context

Forests worldwide are significantly influenced by factors that exist both within the forest sector and
in the broader economic, social and environmental context. Domestic market and policy initiatives
(within and outside the forestry sector) are magjor causes of deforestation in most countries, although
the effect of domestic policies may be exacerbated by interaction with international markets. Major
causesof deforestation and forest degradation al soincludeagricultural subsidies, largescaleindustria
development projects, corruption, population pressures, lack of secure land tenure arrangements,
fuelwood demand, domestic wood harvest and consumption, and the absence of an economic
environment supportive of sustainable forest management. International trade in forest productsis

! 64 Fed. Reg. 34304 (June 25, 1999).



not a major factor affecting global forest conditions and management, though the effects can be
locally or nationally significant in some exporting countries.

Nevertheless, the relationship of international trade in forest products to sustainable forest
management is generally receiving greater attention. Tradeinitiativeslikethe ATL have heightened
this attention in the United States. The relationship between international trade and local/national
forest conditions will also be influenced by nationa policies and national capacity related to the
production of wood products in exporting and importing countries. Key among these are the
implementation and enforcement of sound regulations for wood harvesting and processing.

Description and History of the ATL

The United States sought elimination of all tariffsin the forest products sector during the Uruguay
Round of trade negotiations that concluded in 1993. The round resulted in a “zero for zero”
(reciprocal tariff elimination) agreement which included the United States, Canada, Finland, Austria,
Singapore, Hong Kong, Japan, the European Union, Korea and New Zealand for paper products
(chapters 47, 48 and 49 of the global “Harmonized System” of tariff classification) by 2004, and an
agreement between major producing countriesto eliminate tariffs on all furniture (not just wood) by
1999. At the sametime, there wasan agreement to reduce, over fiveyears, tariffson wood products.
In the United States, such reductions amounted to just over a one-third cut in average tariff levels
from an average tariff level of 3.1 percent to an average tariff level of 1.8 percent.

Theforest products ATL isone component of an eight-sector initiative that began as an effort of the
AsaPacific Economic Cooperation (APEC) forum. The set of sectoral tradeliberalization initiatives
was designed as a balanced package with elements of interest to both developed and developing
countries. Further liberalization of tradein these sectorsisexpected to yield abroad set of economic,
social and environmental benefits to the United States and other countries.

The ATL initiative includes further reductions and acceleration in the timing of reductions of tariffs
agreed to as part of the Uruguay Round. Because of the implementation schedule of the Uruguay
Round zero-for-zero agreement on pulp, paper and printed materials, different disciplines have been
proposed for these commodities than for the other products covered by the proposal. The proposal
is.

. For wood chemicals, wood, rattan, wood furniture and prefab housing, developed countries
would eliminate tariffs by January 1, 2002. The proposal suggeststhat developing countries
should strive to meet the same targets, but accepts that in special circumstances and on a
case-by-case basis, elimination could be delayed until January 1, 2004.

. For pulp, paper and printed products, existing parties to the Uruguay Round zero-for-zero
agreement would accelerate tariff removal to January 1, 2000. Others would attempt to



remove tariffs by the same date, but developing countries could delay tariff removal until
January 1, 2002 on a case-by-case basis for alimited number of specific products.

Methodology

The analysis begins with an examination of the initiative's effects on trade in forest products. The
ATL’ strade effects are examined in the broader context of forest products markets, both domestic
and international. This broader context provides a basis for judging the initiative's effects on total
production and consumption — and through this, the initiative' s effects on timber harvest. Timber
harvest is used as a broad-scale, summary indicator of the environmental changes that may be
triggered by the ATL. This*“coarsefilter” approach isintended to reveal the possible existence and
approximate magnitude of environmental consequences.

Thisanalysis of the ATL is based on four sources of information: (1) ssimulation results using large-
scale, forest products sector and trade models (see Appendix V); (2) literature describing analyses
of the general effects of tariffs and tariff reductions on trade (see Appendix I11); (3) literature that
specifically addresses the role of tariffs and tariff changes in forest products trade (with specific
referenceto estimates of the effects of the Uruguay Round) (see Appendix I11); and (4) areview and
assessment of public commentson theinitiative (see Appendix V1). All four sources provide support
for the estimate reached in thisanalysis of the type and magnitude of effectsthat the ATL islikely to
have. Further support for these conclusionsis provided by an independent analysis of the effects of
the initiative> Due to certain characteristics of the modeling simulations, throughout the analysis,
estimates of economic impacts reflect the maximum likely effects.

FINDINGS
Effects in the United States

The ATL initiative will likely have no distinguishable impacts on aggregate U.S. timber harvests
compared to distinguishable from what would be the case in the absence of the ATL. Theinitiative
islikely, however, to modify the composition of products manufactured from the harvested timber.
The primary impact of the ATL will be on the composition, rather than aggregate absol ute levels, of
U.S. forest products consumption and trade. U.S. consumption of most forest productsis projected
to change by lessthan 1 percent; consumption of wood-based panels may increase and consumption
of sawnwood and paper and paperboard may decline relative to the baseline by the 2010. Thetotal
volumeof U.S. international tradein forest productswill likely not change significantly asaresult of

2 Sedjo and Simpson. 1999. Tariff Liberalization, wood trade flows and global forests. Discussion Paper 00-05,
Resources for the Future.



the ATL, compared to the baseline. With respect to composition of trade modifications, U.S.
exportsof some paper and board products, sawnwood and some panel productsarelikely toincrease
asaresult of the ATL initiative; U.S. exports of logs and wood chips are projected to decline. U.S.
imports of wood-based panels, especialy veneer-based panels, are projected to increase, compared
to the baseline. U.S. imports of other wood products can be expected to decline relative to the
basdine.

Global Effects

By 2010, compared to the baseline, the ATL is projected to increase aggregate world trade in forest
products by amaximum of 2 percent, timber harvest by 0.5 percent, and aggregate world production
and consumption of forest products by less than 1 percent. The economic model simulations
characteristic of reflecting the maximum likely effects is particularly pronounced with respect to
developing countries.

As in the United States, at the worldwide level the ATL will likely lead to greater changesin the
composition and patterns of trade than in the aggregate volume of trade in forest products. The
greatest increasesin trade (as much as 6 percent by volume) will occur in value-added manufactures
(such as panels, other manufactures and furniture) and paper; trade in raw materials and some semi-
processed productsis projected to decline, with tradein logslikely to decline by 5 percent by volume,
compared to the basdline.

The ATL will affect geographic patterns of trade. Developed countries are likely to import more
wood-based panels and other solid wood manufactures while developing countries are likely to
import more paper and paperboard products.

The ATL is likely to cause incremental increases in timber harvests in some countries, including
Austrdia, Chile, China, Finland, Indonesia, Malaysia, New Zealand and Sweden. For example, for
Malaysiaand Indonesia, these increases will be in the range of 2.6 and 4.4 percent, respectively, by
2010, compared to the baseline. Increasesfor Sweden and Finland will beintherange of 7.6 and 11
percent, respectively. The ATL isalso projected to lead to reductions in timber harvesting in some
countries. Decreasesin Mexico and Russiawill beintherange of 2.1 and 4.1 percent, respectively.

The ATL’ seffect on timber harvest appearslikely to reinforce existing trends toward timber harvest
based on plantations and intensive management of secondary forests. On balance, it appears likely
that decreasesin timber harvesting will be concentrated in primary (natural) forestsand that increases
will be concentrated in secondary forests and plantations. This expectation is based on current
resource conditions and patterns of harvest in countries wheretimber harvesting islikely to increase.
It is also consistent with the raw material requirements of products whose trade and production is
projected to increase.



Global Environmental Implications

Changesin timber harvest are used as the indicator of environmental impact projected to be caused
by the ATL. Asaconsequence of the ATL, global timber harvest is projected to be a maximum of
0.5 percent greater than baseline in 2010. This expected change in world timber harvest is the net
effect of both increases and decreases as large as 11 percent in individual countries. Projected
increases in timber harvesting will be concentrated for the most part in countries that are currently
major producers and exporters of forest products (except the United States, as noted above).

Increased harvest in managed secondary forests and plantationsis projected to account for morethan
half the net increase in timber harvests. Increased reliance on such sources may lead to expansion of
the area devoted to intensive management practices. This can result in the expansion of forest area
or restoration of vegetation on degraded land. Plantations and intensive forest management are also
recognized as reducing pressure to disturb natural forests. However, conversion of natural forests
to plantations may have negative environmental consequences dueto loss of biological diversity and
habitat for native species. In addition, plantation management, including pesticide and fertilizer use,
could lead to water and habitat impacts.

The ATL islikely to result in positive environmental changes by reducing timber harvest in some
countries. The ATL may aso lead to positive environmental changes if it stimulates increases in
manufacturing efficiency in export-oriented developing countries. In addition, the overall ATL
initiative (of which forest productsis but one of eight sectors) may contribute to increasing income
and rising standards of living in developing countries. Increases in income contribute to decreases
in consumption of fuelwood® and increases in consumption of other wood products -- as well as
greater interest in the ecological functions of forests.

There is uncertainty associated with estimates of the effects of the ATL on forest trade. Important
sources of this uncertainty are the difficulty in determining baseline conditions against which the
effects of the ATL must be judged, and volatility in key determinants of these baseline conditions
(such as timber supplies and forest policies, rates of economic growth, exchange rates, and
developments in other sectors). In addition, the analysis also does not explicitly account for the
effects of provisions of existing regional trade agreements (RTAS), and RTAS currently under
negotiation, many of which liberalize trade in forests products. This may lead to an overestimation
of the ATL’ seffects. Theanalysisaso does not take into account the fact that sometrade in forest
products aready faces reduced tariffs as a consequence of programs such asthe Generalized System
of Preferences, further contributing to the overestimation of the ATL’s effects. The greatest
uncertainty isassociated with estimates of theinitiative' seffects on the production and trade patterns
of individual countries. However, there is sufficient information to conclude that the incremental

3 Fuelwood currently accounts for more than half of world timber harvest and more than 80 percent of timber
harvest in developing countries.
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effects of the ATL are likely to be small at the world scale, and small as compared to the effect of
changes in factors that determine baseline conditions.

Conclusions

The study concludes that the ATL will have no distinguishable impacts on aggregate U.S. timber
harvest compared to what would be the casein the absence of the ATL. At aglobal level, compared
to the baseline, the maximum projected effects of the ATL by theyear 2010 areto increase aggregate
world trade in forest products by 2 percent, timber harvest by 0.5 percent, and aggregate world
production and consumption of forest products by lessthan 1 percent. It should also lead to greater
changes in the composition and patterns of trade than in the aggregate volume.

The ATL isunlikely to alter the proportion of the world’ stimber harvest that comesfrom devel oping
countries (including tropical) as compared to developed countries. Developed countries are likely
to account for at least two-thirds of increases in timber production resulting from the ATL.
Developed countries also will account for the majority of expected decreases in production.

Thefindings of this study do not suggest the need for aseparate U.S. domestic environmental policy
responsetothe ATL. However, the study does provide two va uable insights: the importance of (1)
further improvement in baseline datain order to expand the usefulness of future analyses and thereby
extend the understanding of the relationship between international trade in forest products and
sustainable forest management; and (2) bilateral, regional and multilateral cooperation, including
continued technical assistance to help countries develop environmentally sound national forest
management policies and practices.

Vil



Accelerated Tariff Liberalization in the Forest Products Sector:
A Study of the Economic and Environmental Effects

Introduction

The forest sector is one of nine original sectors selected by APEC Trade Ministers in November,
1997, for early, voluntary sectoral liberalization of tariffs.! These sectoral initiatives were designed
as a balanced package, with items of interest to both developed and developing countries. These
initiatives include sectors dominated by large multinational companies, small manufacturers, natural
resource-based industries, and industries affecting social goals such as improving health and
decreasing pollution. Although components of these initiatives differ across each of the sectors, the
package is intended to address trade liberalization in a comprehensive manner and is expected to
contribute to the broad-based social and economic benefits of increased trade.

For the forest sector, the accelerated tariff liberalization (ATL) initiative includes further reductions
and acceleration in the timing of reductions of tariffs agreed to as part of the Uruguay Round of trade
negotiations. In the absence of agreement on the ATL initiative, tariffs on some forest productswill
continue to decline under existing trade agreements. (See Appendix | for a detailed description of
theinitiative.)

This study focuses on the likely economic consequences in the forest sector and on the possible
environmental effects on forests, both domestic and international, and of the changes in the timing
and scope of forest product tariff reductions proposed inthe ATL.? Thestudy’sanalysis usestimber
harvests as a broad-scale, summary indicator of the environmental changes that may be triggered by
the ATL. This“coarsefilter” approach isintended to revea the possible existence and approximate
magnitude of environmental consequences. Furthermore, underlyingtrendsintheglobal forest sector
and forest ecosystems -- both of which have been affected by trade liberalization in the post-war
period -- are a necessary foundation for this assessment. The analysis assumes that these trends will
continue in the absence of agreement on the ATL; therefore, the analysis focuses on the incremental
effects of the ATL in the context of these broader trends and patterns.

! The other sectors are: chemicals, energy goods and services, environmental goods and services, fish, gems and
jewelry, medical/scientific equipment, telecommunications, and toys. A ninth sector, the telecommunications
initiative, which is a Mutual Recognition Agreement, was completed in June 1998. The package of sectoral
liberalization that has now been moved to the World Trade Organization (WTO) for completion covers the
remaining eight sectors.

2 An examination of non-tariff measures (NTMs) that affect forest products continues as part of the original APEC
initiative; however, that effort is only an examination and does not include concrete proposals for action.
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Concern over the environmental consequences of the ATL must be viewed in the broader context in
which national and international environmental issues associated with forests are debated. It is
equally desirable to distinguish between policies designed to address resource and conservation
concerns, including environmental concerns, and policies that focus on trade issues. Nevertheless,
recognition of the interaction among trade, economic, and environmental policiesis necessary, and
isincreasingly reflected in forest policy debates.

Thisanalysis of the ATL is based on four sources of information: (1) simulation results using large-
scale, forest productstrade models (see Appendix V); (2) literature describing analyses of the general
effects of tariffs and tariff reductions on trade (see Appendix I11); (3) literature that specifically
addresses the role of tariffs and tariff changes in forest products trade (with specific reference to
estimates of the effects of the Uruguay Round) (see Appendix I11); and (4) areview and assessment
of public comments on theinitiative submitted pursuant to the Federal Register notice® (see Appendix
V1). All four sources provide support for the estimate of the type and magnitude of effectsthat the
ATL islikely to have. Further support for these conclusionsis provided by an independent analysis
of the effects of theinitiative.*

U.S. International Forest Activities®

In June,1993, the United States announced its commitment to the national goal of achieving
sustainable management of U.S. forests by the year 2000. In order to define this objective, and to
measure progress toward it, the United States has joined more than 150 countries in developing
national level criteria and indicators for sustainable forest management. The United States aso
initiated the G-8 Action Program on Forests, which was endorsed by world leadersin 1998.° Finally,
the United States is also pursuing the goa of forest conservation and sustainable management
through anumber of international agreements, organizations, and fora, including the United Nations
(U.N.) Intergovernmental Forum on Forests, the U.N. Food and Agriculture Organization, the
International Tropical Timber Organization, the Convention on International Trade in Endangered
Species (CITES), the Center for International Forestry Research, and the Convention on Biological
Diversity.

The U.S. government al so addresses global concernsrelated to forests through avariety of bilateral
activitiesimplemented by federal agencies, including the Agency for International Devel opment, the

% 64 Fed. Reg. 34304 (June 25, 1999).
* Sedjo and Simpson (1999).
5 See Appendix Il for a detailed description of U.S. actions and programs addressing international forestry issues.

6 Elements of the G-8 Action Plan for Forests include monitori ng and assessment of the state of forests,
development of national programs for sustainable forest management, designation of protected aress, role of the
private sector, and illegal logging and illegal trade.



U.S. Department of Agriculture Forest Service, the U.S. Department of Interior Fish and Wildlife
Service, the U.S. Environmental Protection Agency, the U.S. Peace Corps, and the National Science
Foundation. These activities include cooperation with other governments and cooperation with the
private sector domestically and abroad. Forest conservation, environmental protection, and
sustainable management of natural resources are also promoted through debt reduction, debt relief,
and loan guarantee programs. In 1998, the President signed the Tropical Forest Conservation Act,
which provides debt relief to qualifying developing countries in order to make funds available for
forest conservation projects.

Trade and Environment

Trade measures are not generally used as a meansto achieve U.S. environmental goals. However,
there are some exceptions. For example, parties to the Convention on International Trade in
Endangered Species (CITES), which has the goal of protecting threatened or endangered species,
may make decisions to monitor and/or restrict international trade in species that are threatened or
endangered in the wild. Trade policies and regulations can also be used to address domestic
environmental concerns. An exampleisthe goal of preventing the introduction and dissemination of
exotic plant and animal pests and pathogens. Trade restrictions address these sanitary and
phytosanitary concerns, and through the work of the U.S. Department of Agriculture Animal and
Plant Health Inspection Service (APHIYS), the United States regulates imports that may harbor plant
pests and diseases.

The United States has consistently advocated the domestic and international economic benefits of
expanding international trade. Growth in trade has contributed to sustained economic growth in the
United States. International trade, across all sectors and stimulated in part by reductions in tariffs,
is aso widely recognized for its contribution to economic development in a number of developing
countries. TheUnited Statesal so recognizesand actively promotestheideathat mutually-supportive
trade and environment policies can contribute positively to the conservation and sustainable
management of natural resources. The United States recognizes that international trade can have
both positive and negative effects on efforts to promote sustainabl e resource use and management.
Consequently, the United States is an active participant in policy discussions on the interaction
between trade and the environment in anumber of venues, and specifically promotes recognition of
the need for, and effective implementation of, appropriate policies and regulations designed to
promote conservation and sustainable management of forests.

The Global Context for Forest Products Trade
Expansion of international trade in forest products in the post-war period has increased

interdependence among producers and consumers of forest products. The increased importance of
trade is one basis for interaction and interdependence among trade policies and policies focused on
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forest conservation and management. The expansion of forest products trade has been comparable
in scale and timing to increases in all merchandise trade and, as with other sectors, increased
commodity trade has al so been accompanied by therising importance of foreign investment and trans-
national corporations.

Worldtradeinforest productsisnow valued at roughly US$150-200 billion, and hasincreased nearly
four-fold, in real terms, over the past three decades. On average, international trade now accounts
for about 30 percent of world production and consumption of forest products (see Tables 4.1 and
4.2). Although forest products are acomponent of the commodity imports of nearly every country,
arelatively small number of countries account for the majority of exports of most forest products.

At thesametimethat trade hasincreased substantially over the past 40 years, production for domestic
markets continues, on average, to account for the majority of timber harvest in both developed and
developing countries. The share of industrial timber harvest that enters world trade as raw material
or manufactured products is estimated to be 35 percent for developed countries and 20 percent for
developing countries. 1f fuelwood harvest isincluded in thiscal culation, only approximately 5 percent
of developing country timber harvest enters world trade.” In addition, international trade remains
strongly intra-regional. Trade within Europe accounts for nearly half of all world forest products
trade, and trade within North Americaaccountsfor an additional 30 percent of world forest products
trade. In the past two decades, devel oping countries have significantly increased their participation
inforest productstrade -- asboth exportersand importers. Nevertheless, international tradein forest
products is dominated by harvest and consumption in, and trade among, developed countries.

The United States is the largest single importer, and the second largest exporter, of forest products
in the world, and is a net importer of forest products (based on the value of trade).? In spite of this
roleintheworld forest productseconomy, U.S. dependence oninternational tradeisbelow theworld
average for most products (see Table 4.1). This is a consequence of the scale of U.S. domestic
production, and the continuing importance of the U.S. market to domestic producers. In addition,
trade with Canada accounts for about half of all U.S. forest products trade and roughly 70 percent
of U.S. imports of forest products. Tropical timber (including products manufactured from tropical
timber) accountsfor about ten percent of U.S. imports of forest products. The United Statesisanet
exporter of forest products to developing countries (see Table 4.3).

Forest Policy Dialogue

Increasing trade and interdependence is only one among a number of factors that have heightened

" See Table 4.2, Appendix 1V.

8 The dominance of the United States as an importer is primarily a consegquence of the size of the U.S. market. For
comparison, the 15 countries of the European Union have an aggregate economy and population roughly equal to
that of the United States, and import nearly double the value of forest products as compared to the United States.
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awareness of the importance of forests, and the environmental issues associated with world forests.
In addition to their role in providing wood and wood products, forests are increasingly recognized
for their role in conserving biological diversity and as sources of a variety of ecological functions,
such aswater quality protection and carbon sequestration. Inthelast decade, interest inworld forests
has been intensified by concern over continuing deforestation and forest degradation in developing
countries, and conflictsover management of forestsin devel oped countries. Whilenational objectives
for forests vary from country to country, and the biological, social and economic challenges of forest
conservation are great, the goal of sustainable forest management is broadly shared. The essentia
biologica, social and economic elements of sustainable forest management have also been broadly
agreed to by countries. 1n 1992, the Rio Earth Summit focused world attention on the importance
of forests and recognized that sustainable forest management was an essential component of
sustainable development. Forest issues continueto receive high-level, multilateral attention through
a number of international organizations and fora, including the work of the United Nations
Commission on Sustainable Development (CSD) and its ad-hoc subsidiary bodies.’

Recognition of the scope and complexity of the ongoing, international forest policy dialogue -- and
the issues it addresses -- is a necessary backdrop for an examination of the possible environmental
consequences of a trade policy action such asthe ATL. In this broader context, the relationship
between trade in forest products and sustainable forest management isreceiving increasing attention.
Nevertheless, trade and trade policies are neither the exclusive focus nor the central challenge of
forest policies for most countries. Inits most recent State of the World' s Forests Report, the Food
and Agriculture Organization emphasizes three developments that affect national and international
forest policy issues.’® Theseare: (1) recognition of the complex and uncertain consequencesof policy
actions(including theuncertain effectsof tradepolicies); (2) recognition of theimportance of linkages
between the forest sector and other sectors; and (3) the increasingly complex interaction between
public policies and the expanding private sector (in nearly al countries).

Deforestation

Even as the forest policy dialogue expands to cover al aspects of socia, economic, and
environmental contributions of forests, deforestation continues to be a pressing concern.
Deforestation results in losses in local -- as well as global -- benefits. Between 1990-95, the
worldwide area of forests is estimated to have declined by nearly 60 million hectares. Thisis a
dightly lower rate of forest loss than that reported for the decade 1980-90. In most developed
countries, forest areaisstableor increasing, and biomass per hectareisincreasing, often substantially.
Forest lossis concentrated in the tropical zone and in devel oping countries (see Table 4.4, Appendix
V). The factors leading to deforestation differ widely across and within countries.

° The Ad-hoc (95-97) Intergovernmental Panel on Forests (IPF) and the Ad-hoc (97-00) Intergovernmental Forum
on Forests (IFF).

10 state of the World's Forests 1999; Food and Agriculture Organization(FAO), Rome.
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Major causes of deforestation (defined as a change in land use) include conversion of forest to
agricultural land and large infrastructure development in developing countries™ Among the
underlying causes of deforestation are: the absence of consistent and sound policy inside and outside
the forest sector, poverty, corruption, population pressures, the absence of secure land tenure,
inadequate consideration of the rights of indigenous and local communities, and the absence of an
economic environment that supports sustainable forest management. The extent to which timber
harvesting for industrial wood products plays a central or even indirect role in deforestation remains
asubject of continuing debateand inquiry. Insome countries, and especially inrelatively undisturbed
forests, timber harvesting (and associated road building) is often the first step in the process of
degradation and deforestation.

Concerns over continuing deforestation, coupled with recognition of the extent to which national
economies -- and environmental conditions -- are linked, have contributed to concernsthat the ATL
may have undesirable environmental consequences through linkages between industria timber
harvest'?, international trade, and deforestation. At the same time, there isincreasing evidence that
industrial timber harvest in tropical countries is only one among many factors contributing to
deforestation and in many countries that contribution is small and indirect. 1n most developing
countries, timber harvesting for industrial products, which are primarily consumed domesticaly, is
aminor component of timber use.®* Domestic market and policy initiatives (within and outside the
forestry sector) areamajor cause of deforestation in most countries -- although the effect of domestic
policies may be exacerbated by interaction with linkages to international markets.*

Baseline Outlook for Forest Products

The baseline outlook for forest products consumption and production forms a necessary backdrop
for an analysis of the effects of the ATL.™> Demand for forest products is expected to increase in
response to economic growth, but increases over the period 1990-2010 are projected to be
considerably less than the growth observed over the period 1970-90 (see Table 4.8). In the last
decade, the composition of trade in forest products has changed significantly, both in terms of
consumption and production. Although consumption of wood-based panels and paper and

1.

2 Timber harvesti ng to produce raw material for all industrial wood manufacturing (such as lumber, wood-based
panels, and pulp and paper products).

13 Table 4.5 (Appendix V) summarizes patterns of world timber harvest in 1996.

14 Recent literature on deforestation is described in Appendix I11.

1 Although many of the broad features of future forest products demand and supply can be reasonably foreseen,
there is considerable uncertainty associated with current projections. Among the most significant sources of
uncertainty are: rates and patterns of future economic growth, possible changes in timber supply policies, and the
effects of developmentsin other sectors (agriculture, transportation, etc.).
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paperboard continuestoincrease, world consumption of sawnwood declined by morethan 20 percent
between 1990 and 1996. As a consequence, world production of industrial roundwood (timber
harvest for industrial products) declined by nearly 15 percent over this period (see Table 4.8).

Future demand for raw material to produce forest products will be further moderated by the
continued development of resource-efficient manufacturing technologies, and increasing use of
recovered fiber in the manufacture of paper and paperboard (see Table 4.9). Changes in the
composition of demand, along with changes in manufacturing technology, make the use of smaller
logs increasingly possible -- and increasingly economic. Thiswill affect both prices and sources of
wood fiber used for industrial products. For example, recovered fiber (from paper and paperboard
recycling) already accounts for about 20 percent of all fiber used worldwide for industrial wood
products; this contribution is expected to increase to 35 percent or more over the next two decades
(see Table 4.10). Caoallection and use of recovered paper is expected to increase by 60 percent
between 1996 and 2010 (see Table 4.9).

Changes in the composition of products produced and consumed -- along with changes in public
perceptions of and objectives for forests -- will contribute to a shift away from harvest in primary
forestsand toward harvest in secondary forests and plantations. Plantations are projected to account
for nearly half of al world timber harvest by the year 2040 (see Table 4.11). The environmental
consequences of these trends are uncertain and depend in large measure on the source of land used
to establish plantations. Environmental impacts from the conversion of natural foreststo plantations
include the loss of biological diversity and habitat for native species.’® However, in some cases
plantation establishment results in the expansion of forest area or restoration of vegetation on
degraded land. Plantations and intensive forest management al so reduce pressure to harvest natural
forests.

Likely Economic Consequences of the ATL

Thisstudy’ sanaysisindicatesthat the effect of the ATL initiative on tradein forest productsislikely
to be small, and includes both increases and decreasesin trade. Trade in some products (e.g., [0gs)
islikely to decline; tradein other products (e.g., somewood processed products) islikely to increase.
For products whose trade is likely to increase as a consequence of the ATL, the range of likely
changein the quantity of tradeisfrom negligibleto an increase of 5-6 percent. Aggregated acrossall
products, the ATL islikely to lead to a small net increase in the quantity of forest products trade,
based on analysisusing large-scale forest products trade models (see Appendix V). Aggregate trade
islikely to increase by about 2 percent (quantity basis) as compared to baseline projections. Other

16 Additional environmental concerns associated with the expansion of plantations include the introduction of
exotic species, and impacts on soil and water from the use of fertilizers and pesticides.
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estimates of the effectsof the ATL on trade, which reflect theimpact on the value of traded products,
suggest net effects in the range of a 0.4 to 0.6 percent increase.*’

The ATL islikely to have a somewhat greater effect on the composition of trade. Asit isintended
to do, the ATL is likely to contribute to the long-term trend toward the increasing importance of
processed productsininternational trade. Both the model-based analysisand the qualitative analysis
indicate that the ATL will have such an effect. World tradein logs may decline, perhaps sharply, as
aconsequence of the ATL, and trade in other forest productsislikely to shift toward more processed
products and away from commodities.

Neither of the models used in this analysis provide explicit information on the statistical properties
of their projections, such as standard errors. Nevertheless, in evaluating the results of the scenario
analyses, it is appropriate to interpret the results with the understanding that there is a magnitude of
change that isindistinguishable from no change. Based on previous experience with these and other
large-scale models, the magnitude of change (ATL scenario compared to the baseline) that isjudged
to be indistinguishable from no change is any figure less than 0.5 percent.

Impact on U.S. Forest Products Imports and Exports

The ATL islikely to have very little impact on U.S. imports of forest products. Tariffs on forest
productsimported by the United States are adready low and existing tariffs haverelatively little effect
on the level, composition, or pattern of U.S. imports. More than 70 percent of current US imports
(by value) originate in Canada and will not be affected by the ATL. As a consequence of regional
trade agreements (such as the North American Free Trade Agreement) and preferential treatment
programs (such as the Generalized System of Preferences), asubstantial portion of the remainder of
U.S. forest productsimportsaready facelow or zerotariffs. Therefore, thisstudy suggeststhat there
will be only modest changesin U.S. importsasaresult of theinitiative. Thelargest increasesin U.S.
imports are likely to be in wood-based panels.

U.S. exportsof forest productsarelikely to changeasaresult of the ATL. The ATL will bring about
reductionsin tariffsin a number of existing markets for U.S. producers; therefore, exports of some
forest products (specifically some grades of paper and board and some engineered wood products)
are likely to increase, at least incrementally.*® The magnitude of increases is likely to be relatively
small, and these increases -- when combined with likely decreasesinlog and chip exports -- will have
little net effect on U.S. timber harvests. This analysis suggests that prospective increases in exports
are not only relatively small, holding everything else constant, but that other factors -- such as

1 See Sedjo and Simpson (1999); these estimates are comparabl e to estimates of the effects of the Uruguay Round
on forest products trade (Barbier 1996).

18 See Appendix V for a description of model-based projections of changesin world and U.S. production,
consumption and trade resulting from implementation of the ATL.

8



exchange rates and rates of economic growth in trading partners -- will not be constant and will
therefore be the dominant factors affecting U.S. forest products exports.

Global Consumption of Forest Products

Thecumulative, aggregate effect of the ATL onworld consumption of forest productsmay besmaller
than itsimpact on the volume of trade. The ATL may lead, in some countries, to the substitution of
imports for products that are currently produced domestically. This analysis suggests that this will
occur in a number of developing country markets; therefore, the aggregate effect of the ATL on
consumption of forest products will be smaller than the effect on trade. At the world scale, the
ATL’s effect on production and consumption of forest products will range from no change to an
increase of no more than about 0.5 percent by 2010, compared to the baseline.

It isespecially important to place this conclusion in context, because considerabl e attention has been
givento assertionsthat the ATL islikely to lead to increasesin world consumption of forest products
by as much as 3-4 percent. This statement was first made by proponents of the initiative in a press
release, with reference to studies done by the Jaakko Poyry Consulting Group (JPC). The original
statement arguesthat “free trade in forest products could generate 3 percent to 4 percent additional
growth in consumption, worldwide.” *°

This statement has been subsequently repeated by critics of the initiative who have as one of their
primary concerns the effects of liberalized trade on levels of consumption. Public comments on the
ATL reflect the depth and extent of these concerns (see Appendix VI1). However, no public
testimony specifically documentsor supportstheinitia statement. Instead, asubmissionto thepublic
record by the Jaakko Poyry Consulting Group clarifiesitsorigina findings. The submission describes
the 3-4 percent growth estimate as the rate of likely increase in global GDP resulting from “rapid
technol ogy introductions around the world, combined with strong global economic developmentsin
an essentialy free trade environment.”® This submission goes on to state:

“These observations were derived from JPC’s long-term studies of global economics and
resulting implications for the forest products industry. They were not the outcome of any
specidized study designed to specifically address the impacts of trade barriersand evolving
freetradeontheworld’ seconomy in general, and theforest productsindustry in particular.”

Taking thisclarification into account, the conclusions reached here regarding the incremental impact

19« Forest industry leader urges worldwide tariff elimination,” American Forests and Paper Association, Press
Release dated 28 April, 1999.

20 « Comments regarding the economic and environmental effects of tariff elimination in the forest products
sector,” Jaakko Poyry Consulting; 19 August, 1999; submission to USTR.
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of the ATL on forest products consumption are consistent with previous studies that have examined
the effects of tariff reductions on the forest sector. Appendix 11 summarizes the findings contained
in recent literature.

U.S. Production of Forest Products

The ATL initiative will have no distinguishableimpacts on aggregate U.S. timber harvests compared
to what would be the case in the absence of the ATL. The initiative will, however, modify the
composition of products manufactured from the harvested timber. The production of sawnwood
productsin the United Statesislikely to increase by as much as 3 percent, by 2010, as aresult of the
ATL initiative. Compared to the baseline, U.S. production of some wood-based panelsis expected
to decline. U.S. production of paper and paperboard in 2010 is projected to increase by 0.2 percent
asaresult of the ATL initiative (see Table 5.2).

Global Production of Forest Products

At the world scale, the effect of the ATL on production of forest products will be identical to its
effect on consumption. It isimportant to note, however, that the ATL’ s effects on the consumption
of raw material needed to produce those productsislikely to be smaller. Thisanalysis suggests that
theremoval of tariff barriersto tradewill contributeto conditionsthat encourageincreasing cost- and
resource-efficiency among manufacturers.® Although these effects may not beimmediate, they are
likely to occur relatively quickly. In anumber of markets, especially in developing countries with
tariffs that provide effective protection for firms producing for domestic markets, there are
opportunities for significant improvements in manufacturing efficiency.

The ATL in a Broader Trade and Economic Context

Theimpactsof the ATL on timber harvest will be smaller than the initiative’ simpacts on production
of products.”? Thisisadirect result of evidencethat open, competitive, markets encourage cost- and
resource-efficient production methods.?® In countriesthat currently account for themajority of world
forest products trade (i.e., countries that are most likely to increase trade as a consequence of the

2L Evidence for thisis provided by literature describing the effects of trade restrictions on domestic industries; see
Appendix 111 and especially Barbier et a. (1994).

22 The estimate of the effects of the ATL on the volume of product output, and the volume of wood raw material
required to manufacture wood products, is not sufficient to judge the direct environmental effects of the initiative.
Therefore, the analysis underlying this study also includes an examination of the effects of the ATL on the type of
raw material likely to be used, and the type and location of timber harvest likely to be affected by the changes
triggered by the initiative.

= Many factors contribute to determining the efficiency of production; nevertheless, the role of freer tradeis
documented in the literature (see Appendix 111) and summarized by FAO (1999).
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initiative), technological change has yielded efficiency gains that result in lower rates of change in
timber consumption compared to changesin product output. Increasing efficiency in harvesting and
processing, combined with increasing use of recovered wood fiber (waste paper and residues), are
the sources of these gains. These likely effects further moderate expected effects of theinitiative on
harvest from forests. However, as is the case with the effect on trade and consumption, this
assessment suggests that ATL’ s contribution to these shifts will be quite small.

The fact that the ATL islikely to have a smaller impact on trade than the effects estimated for the
Uruguay Round asawholeisbased on two characteristics of the ATL. First, for some products, the
ATL simply accelerates (by 4 years) the reduction to zero tariffs that has been agreed.** This aspect
of the ATL appliesto products that account for about half of the volume and roughly two-thirds of
the value of world (and United States) trade in forest products. Second, tariff reductions proposed
in the ATL for the remaining forest products are smaller, in absolute magnitude, than the tariff
reductions agreed to under the GATT. (See Table 4.6 for a comparison of pre- and post-Uruguay
Round tariff rates for developed countries.) It isimportant to note, however, that tariff rates tend
to be high in developing countries, and were largely unaffected by the Uruguay Round of trade
negotiations. As a result, tariff reductions in developing countries will be greater than those in
developed countries.

Findly, the effect of macroeconomic factors -- macroeconomic policies, rates of economic growth,
and exchangeratesin particular -- on consumption of forest productsis substantially greater than the
effect of achange in price through reduction in existing tariffs. Thisisespecialy true at the scale of
price changes that would result from accelerated reductions in tariffs as proposed by the initiative.
In addition, these prospectively small changesin price are likely to lead to very small changesin the
quantity of forest products consumed because price el asticitiesfor forest productsarelow, especially
for those products for which post-Uruguay Round tariffs remain relatively high.”®

Method of Analysis of Environmental Consequences of the ATL

Timber harvest is used as a broad-scale, summary indicator of the environmental changes that may
be triggered by the ATL. This*coarse filter” approach is intended to revea the possible existence
and approximate magnitude of environmental consequences. This study concentrates on the direct
effects on forests from timber harvesting by analyzing the quantity and type of timber raw materia
needed to manufacture the products affected by the initiative. However, even at this resolution,
analysisof theenvironmental effectsof the ATL iscomplicated by the absence of dataregarding other

24 see Appendix | for adetailed description of the initiative.
% The price elasticity is the percentage change in consumption resulting from a 1 percent change in price;
Table 4.7, Appendix IV displays long-term price elasticities for forest products.
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indicators of positive and negative changes in forest conditions, such as impacts on biological
diversity, forest health, and soil and water conservation.®

Also complicating the environmental analysis are (1) underlying trends in patterns and methods of
timber harvest that are unlikely to be affected by the ATL, and (2) differing views on whether
harvesting (followed by reforestation) should be classified as “environmental damage.” The first of
these is especially important. Changes indicated by the economic assessment must be understood as
changes relative to a set of “baseling” developments. In many countries, baseline trends and
conditions (such as forest policy priorities or forest management methods) are themselves
controversial. With few -- if any -- exceptions, however, these baseline trends and conditions can be
expected to continue whether or not the ATL isimplemented.?

This analysis of the possible environmental effects of the ATL focuses on possible changes in
worldwide timber harvest and rests directly on the analysis of economic (trade, production, and
consumption) effects of the initiative. Likely impacts on world forests through increases in timber
harvesting have been the predominant environmental concernsraised by critics of theinitiative. This
environmenta analysisisnot areview of thetrendsinworld forest areaor condition; the review also
does not attempt to determine, in detail, levels, patterns, and methods of timber harvest that are
“sustainable.” Instead, it isan examination of the direction and magnitude of changeintimber harvest
that can be attributed to the ATL, and the change in the geographic location of harvest.

Environmental Implications

The absence of large changesin timber harvest -- at the world scale -- suggests that the ATL’ s most
significant (prospective) environmental effectswill beonthelocation of harvest. Thatis, theinitiative
may lead to changes in the forests where harvesting will occur in the future, even if it does not lead
to changesin the aggregate level of harvest. The analysis suggeststhat the ATL will, in fact, lead to
some changesin thelocation of timber harvest through its effect on patterns of trade. (See Tables5.3
and 5.4.)

% The analysis does not address the effects of, for example, road building, or the secondary environmental impacts
of manufacturing activity.

%" Additional environmental concerns that have been raised in the context of trade-related initiatives are the
environmental effects of increasing the international (especially inter-continental) shipments of merchandise. The
focusis on the increasing likelihood of the importation of exotic species and pests and the subsequent
environmental changes. Forest products trade -- especially unprocessed logs and wood chips, and roughly
processed lumber -- has been a particular focus of these concerns. Existing phytosanitary rules and agreements
address these concerns; nevertheless, these rules have been criticized by some as being too restrictive, and by
others as being insufficient to ensure adequate protection.
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Based on the analysis of trade and economicimpacts, theenvironmental impactsof the ATL arelikely
to besmall (anet increasein world timber harvest of 0.5 percent by 2010, compared to the baseline).
Among developing countries, changesin timber harvest are expected to berelatively small (lessthan
a5 percent increase as compared to the baseline). Expected timber harvest increases in developed
countries that are likely to result from the ATL arerelatively larger (around 11 percent). Thetype,
location, and magnitude of change shown in Tables 5.3 and 5.4 (based on scenario analysis using
large-scale trade models) is confirmed by Sedjo and Simpson (1999).

The net environmental consequences of the changes likely to be caused by the ATL are uncertain.
Although thereislikely to be no effect on U.S. forests, there is no definitive basisfor comparing and
aggregating the expected environmental consequences across countries and types of forests. For
example, thereisno ssimpleway to compare an increasein timber harvest in one country to adecrease
in another country. On balance, however, it appears likely that decreases in timber harvesting will
be concentrated in primary (natural) forests and that increases will be concentrated in secondary
forests and plantations. The analysis did not examine possible secondary environmental impacts of
changes in manufacturing.

Based on the magnitude of change in timber harvesting indicated by the economic analysis, as well
as prospective changesin patterns of trade, the analysis concludesthat the ATL will havelittle effect
on the broad type of forest likely to be harvested in the future. The baseline expectation is that the
share of timber harvest coming from “primary forests” will continue to decline as intensively
managed, secondary forestsand forest plantationsincreaseinimportance. (see Tables4.10and 4.11).

The ATL is also unlikely to ater the proportion of the world's timber harvest that comes from
developing (including tropical) as compared to developed countries. Developed countries arelikely
to account for at least two-thirds of increases in timber harvest resulting from the ATL ; devel oped
countries also will account for the majority of expected decreases in harvest. With or without the
ATL, the contribution of developing countriesto theworld’ sindustrial timber harvest is expected to
increase, although dlightly. Devel oping countries currently account for about 30 percent of industrial
timber harvest (see Table 4.5); thisislikely to increase to about 33 percent by 2010, based in part on
increasing harvest from plantations, with or without the ATL.

By way of comparison with this study, Sedjo and Simpson (1999) conclude that overall pressureson
the world’ sforests from increased wood harvests associated with the tariff reductions are “likely to
be small and manageable.” They estimate that the ATL will generate an increase in world timber
harvest of less than 10 million cubic meters per year --less than a 0.5 increase. This conclusion is
consistent with the model results (Appendix V). Sedjo and Simpson go on to state that countries
likely to experience increased harvest (as a result of the ATL) are found largely in the northern
hemisphere, and “are likely to be able to facilitate additional harvests with minimal effects on the
forests due to the modest nature of the impact, the effectiveness of new and existing laws, and
movement toward improved practices designed to achieve multifaceted sustainable forestry.” They
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also conclude that there is little reason to expect that tariff reductions will significantly increase
harvests from tropical forests because “earlier tariff reductions appear to have had minimal impacts
on tropical harvests or exports.”

Trade liberalization generaly, and the package of ATL initiatives in particular, may contribute to
higher incomes, especially in developing countries.® There is also widely-accepted evidence that
increasing income in developing countries will eventually contribute to greater investments in
environmental protection, and areduction in consumption of fuelwood; fuelwood currently accounts
for 80 percent of wood consumption in devel oping countries.”® Increasing incomeand, in particular,
the process of industrialization, may have a beneficial effect on forest conservation by reducing
dependence on low-intensity and subsistence agriculture that is the greatest single cause of
deforestation. However, the likelihood of these benefits depends on the equity of income (and
property) distribution (perhaps more than on the rate of income growth), and the existence and
effectiveness of policies and institutions to direct land use and environmental change.

CONCLUSIONS

Thisstudy’ sanalysisreflectsthe maximum likely effectsof the ATL tariff liberalization initiative. Its
central findings include that the ATL initiative will likely:

. have mixed impacts on the volume of U.S. trade across various forest product categories.
The new composition of traded forest products should create additional U.S. economic
opportunities at the sub-sector and firm level;

. margindly reinforce the trend in the United States toward export of value-added, processed
products and away from export of unprocessed products such as logs and wood chips;

. have no distinguishable impacts on aggregate U.S. timber harvest compared to what would
be the case in the absence of the ATL;

. lead to anincrease in world trade in forest products by a maximum of 2 percent in 2010 and
inworld production and consumption of forest products by lessthan 1 percent over the same
time frame

% This possible effect of the ATL is consistent with findings in the literature and is advanced in a number of the
public comments (see Appendix VI).

2 Evidence of the relationshi p is apparent in Table 4.7; the magnitude of the possible effect of changes in income
isillustrated in, for example, Solberg (1996).
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. lead to an increase in global timber harvest of not more than 0.5 percent over baseline
predictions for 2010;

. lead to greater changesin the composition and patterns of trade than in the aggregate volume
of trade in forest products at the worldwide level;

. margindly accelerate the baseline trend away from natural forests toward harvesting of
secondary managed forests and plantation forests; and

. result in more efficient use of raw materials based on increased competitivenessin the vaue-
added forest products sector, such as processed wood products.

Environmental Considerations
Environmental effects of the ATL are likely to be mixed (both positive and negative) and small.

For the United States, the ATL’s environmental impacts on U.S. forests are expected to be
indistinguishable compared to what would be the case in the absence of the ATL. U.S. exports of
some paper and board products are likely to increase asaresult of theinitiative; U.S. exports of logs
and wood chips are likely to decline. Taken together with no distinguishable aggregate change in
levels of harvest, this result implies marginally greater domestic processing and fewer exports of
unprocessed raw material.

On aglobal scale, the initiative will likely increase annual timber harvesting by not more than 0.5
percent in 2010, compared to the baseline. Thisexpected changein timber harvesting isthe net effect
of projected increases of as much as 9 percent in some countries and decreases of more than 11
percent in other countries. These general conclusions are accompanied by uncertainty regarding
specific changes in production, consumption, and trade that can be reasonably attributed to
implementation of the ATL. On balance, it appearslikely that decreasesin timber harvesting (relative
to the baseline projections) will be concentrated in primary (natural) forests and that increases in
timber harvest (relative to the baseline projection) will be concentrated in secondary forests and
plantations.

Increased timber harvest in countries that rely largely or exclusively on plantations may lead to
expansion of the area of plantations, or the use of more intensive management practices. From a
biodiversity conservation perspective, the shift over timefrom harvest of primary forest to plantation
forest may be a positive environmental consequence. The net environmental consequences of these
trends are uncertain. For example, reforestation for plantation use may result in restoration of
degraded land and watershed protection. However, increasesin plantation forestry may also increase
pesticide and fertilizer use, and may also lead to water and habitat impacts.
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At the country-specific level, the ATL islikely to increase timber harvests in some developing and
developed countries, while reducing timber harvestsin others. The environmental consequences of
increased timber harvest (such as habitat and biodiversity loss) may be a concern, especialy in
countries with poorly developed forest protection regimes; however, increased harvest in managed,
secondary forests and plantationsislikely to account for more than half of any net increase in timber
harvests due to the ATL. For developing countries, such concerns should also be placed in the
context that on average only five percent of timber harvest (including fuelwood) in developing
countries enters international trade.

Positive environmental changes may aso be a result of the ATL; these include increases in
manufacturing efficiency in export-oriented devel oping countries and reductions in timber harvests
in some countries. To the extent that the multi-sector ATL contributes to increasing income,
fuelwood consumption may decline in some developing countries. Fuelwood currently accountsfor
more than half of world timber harvest and more than 80 percent of timber harvest in developing
countries.

Policy Implications

Thefindings of this study do not suggest the need for a separate U.S. domestic environmental policy
responsetothe ATL. The study does, however, provide at |east two valuable insights which could
inform future work relating to potential impacts outside the United States. the importance of (1)
further improvement in baseline datain order to expand the usefulness of future analyses and thereby
extend the understanding of the relationship between international trade in forest products and
sustainable forest management; and (2) bilateral, regional, and multilateral cooperation, including
continued technical assistance to help countries develop environmentally sound national forest
management policies and practices. The study’s findings should be fully integrated into the policy
deliberations of U.S. government agencies with jurisdiction over matters of natural resources,
environment, trade, commerce, development assistance, and foreign affairs.

Theanalytic and methodological experience gained from the production of thisstudy will asoinform
U.S. policymaking. At the domestic level, it is instructive for the ongoing consideration of the
potential environmental impacts of trade agreements and the methodol ogical issues connected with
that effort. Attheinternational level, it may be auseful point of reference for other governments as
they consider optionsfor similar such analysesin their own countries. Finaly, thisstudy, and the U.S.
experience with its production, will be shared with the range of relevant internationa and
intergovernmental institutions that are or may in the future play arole in the consideration of the
environmental impacts of trade liberalization.
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Appendix | Description of the ATL
Background

The forest products initiative is one of eight that was selected by the trade ministers of the Asia
Pacific Economic Cooperation (APEC)* forum in November 1998 for early sectoral liberalization.
The other sectorsare: chemicals, energy goods and services, environmental goods and services, fish,
gems and jewery, medica/scientific equipment, telecommunications, and toys. The
telecommunications initiative, which is a Mutual Recognition Agreement, was completed in June
1998. In November 1998, APEC leaders agreed to move the tariff portions of the remaining eight
sectoral initiativesto theWorld Trade Organization (WTO) in order to seek acritical massof support
for concluding an agreement in all eight sectors by the end of 1999.

The eight sectoral initiatives represent a balanced package, with items of interest to both devel oped
and developing countries. Within the eight initiatives are sectors dominated by large multinational
companies (e.g., chemicals and energy), small manufacturing sectors (e.g., gems and jewelry and
toys), resource-based sectors (e.g., fish and forest products), and sectors aimed at addressing socidl
goals such as improving health and decreasing pollution (e.g., medical/scientific equipment and
environmental goods). Liberalization of these sectors is expected to create jobs, help to build
infrastructure and manufacturing base, enable participating countries to bring energy to consumers

%0 See Appendix 111 for areview of relevant literature.

% The 16 participating APEC members are: Australia, Brunei, Canada, China, Chinese Taipei, Hong Kong China,
Indonesia, Japan, Korea, Malaysia, New Zealand, Papua New Guinea, the Philippines, Singapore, Thailand, and
the United States. Chile and Mexico are also members of APEC, but did not participate in the sectora initiatives.
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more efficiently, lower pollution, and promote higher quality and less expensive hedlth care.

Although each of the sectoral initiatives has different components, they were designed to address
trade liberalization in acomprehensive manner. Each of the eight initiatives contains atariff element
and aprogram of economic and technical cooperation (eco-tech); many of theinitiativesaso include
a non-tariff barrier® study and trade facilitation elements. As noted above, only the tariff portions
have been moved to the WTO for completion.

Overview of public comment opportunities to date

Public comments about the economic and environmental effects of tariff liberalization in the forest
products sector have been received in conjunction with studies undertaken by theU. S. Government
relating to this subject and in response to other requests for public comments. On April 1, 1998, the
U.S. International Trade Commission solicited publicinput® concerning APEC sectoral liberalization,
including forest products, and a public hearing was conducted on April 21, 1998. Theresulting study
was transmitted in accordance with the rules and proceedings of the International Trade Commission
to the Office of the United States Trade Representative (USTR).

On May 15, 1998, the USTR issued a Federal Register notice® soliciting advice on negotiations of
sectoral opening agreements and how those sectors may be affected by such negotiations. Forest
products was one of the sectors where public advice was sought and received. The public comments
were taken into account in the devel opment of the negotiating strategy.

On April 14, 1999, USTR's Trade Policy Staff Committee issued a Federal Register notice®
reguesting comments on negotiations on market access and other issues in the WTO and under the
Free Trade Areaof the Americas. Asinthe case of the sectoral opening agreement negotiations, the
comments received were carefully considered by the U.S. negotiators.

%2 The APEC forestry study contractor has defined non-tariff measures broadly to include “ government laws,
regulations, policies and/or practices which either protect domestically produced products from the full weight of
foreign competition or which artificially stimulate exports or particular domestic products’ and “in cases where
there is doubt over whether a particular measureisor isnot an NTM it has, if for no other reason than
completeness, been included in the report.” It isimportant to note that “ non-tariff measure” isnot a pejorative
term. It isadescriptive term to describe a measure, other than a tariff, which has an impact on trade. Theterm, in
itself, says nothing about the consistency of the measure with the requirements of the General Agreement on
Tariffs and Trade or the World Trade Organization.

33 63 Fed. Reg. 15861 (April 1, 1998).

3 63 Fed. Reg. 27113 (May 15, 1998).

% 64 Fed. Reg. 18469 (April 14, 1999).



On November 12, 1998, the U.S. International Trade Commission issued a Federal Register notice®
indicating that the Commission was undertaking a study to examine the conditions of competition
on forest products trade and announced a public hearing for May 25, 1999. The hearing was well-
attended and areport on the findings, incorporating the testimony and post-hearing submissions, was
transmitted to the Senate Finance Committee in October 1999.

Review of Uruguay Round trade results

Trade liberalization through the reduction of market access barriers, including both tariff and non-
tariff measures, has been a guiding principle of the global trading system through successive rounds
of the General Agreement on Tariffsand Trade (GATT) andisnow embodied inthe WTO. TheU.S.
Government has traditionally been one of the world’s leading proponents of this principle and has
long been a leading advocate for fair and equitable market access for all global economies. The
foundation of the ATL exerciseinthe WTO isrooted in previous rounds of the GATT, including the
Kennedy, Tokyo, and Uruguay Rounds.

The tariff reduction schedules negotiated as part of the Uruguay Round constituted the most
substantia tariff cutsin history, reducing global tariffs by an average one-third from baserates. Ina
number of key industrial sectors, a broad range of countries, representing a “critical mass,” agreed
to the elimination of all tariffs within a specific commodity range, while others agreed to significant
reduction. Commodity sectors in which tariff elimination was agreed to by major trading partners
included beer, brown distilled spirits, pharmaceuticals, steel, construction equipment, agricultural
equipment, medical equipment, toys, furniture, and paper and paper products. In addition, anumber
of trading partners agreed to harmonize chemical tariffs at low rates.

As a general rule, the agreements reached in the context of the Uruguay Round called for tariff
reductionsto be made over fiveyearsin equal annual staged reductions, although in some cases, such
aspulp and paper, thereductions are being implemented over 10 years. Thefirst reductiontook place
on January 1, 1995, coinciding with the date of entry into force of the WTO Agreements. Subsequent
reductions have taken and will take effect on January 1 of each following year until the scheduled
reductions and elimination are complete, except in those instances where the negotiated staging
schedule is different.

The U.S. forest products industry, which includes both the paper products and solid wood products
sectors, was the first industrial/manufacturing sector to propose reciproca tariff elimination (also
referred to as the “ zero-for-zero” tariff initiative). Industry representatives made this proposal to
U.S. Government trade officials in the hopes of leveling the global playing field for U.S. producers
and exporters of forest products, which, at that time, were facing relatively high tariffs and non-tariff
market access barriers.

% 63 Fed. Reg. 64101 (Nov. 18, 1998).



In the paper and paper products subsector, the Uruguay Round achieved the complete removal of
tariffs by the United States and its principal WTO trading partners in Europe and Asia. According
to the Uruguay Round market access agreement, the implementation of tariff reductions involved a
10-year staging period. The zero-for-zero initiative for paper and paper products was agreed to by
the United States, the European Union, Canada, Japan, Korea, Finland, Austria, New Zealand, Hong
Kong, and Singapore. In addition, Australia, Brazil, and Chile agreed to either significant reductions
in tariffs or to bind their tariffs at lower levels than those that had prevailed in the past.

On non-tariff measures, there were agreements on pre-shipment inspection, improved dispute
settlement procedures, and extension of the signatoriesto the agreement on subsidies to developing
countriesaswell asdevel oped country trading partners. Theelimination of those NTMswasintended
to reduce the amount of time and costs involved in the transportation, handling, processing and
shipping of paper and paper products.

In the lumber and wood products subsector, the Uruguay Round did not achieve the zero-for-zero
initiativefor wood products. Although the United States, Canada, the EU, Hong Kong, New Zealand,
Singapore and Sweden supported the initiative for zero tariffs in wood products, Japan was able to
block an emerging international consensus that favored the elimination of tariffs on wood products.
Although Japan offered to cut tariffs on wood products by as much as 50 percent of its bound rates
(asopposed to applied rates), thisdid not realizethe United States' goal of completetariff elimination
by the European Union, Japan, and other important markets. Since the end of the round, the U.S.
Government has continued to work within various bilateral and multilateral forato secure Japanese
interest and participation in a zero-tariff agreement on lumber and wood products.

Inthefurniture subsector, the Uruguay Round achieved azero-for-zero agreement with key countries
covering al furniture, not only wood, with tariffsto be eliminated over five years (i.e., by January
1, 1999). TheU.S. Government continuesto beinterested in eliminating furnituretariffsin countries
that did not agree to tariff elimination in the Uruguay Round.

Congressional authority applicable to this sector

Under the Uruguay Round Agreements Act (URAA)* and its accompanying Statement of
Adminigtrative Action (SAA), Congresslisted anumber of industrial or agricultural sectorsinwhich
complete tariff elimination was not achieved in the Uruguay Round but for which Congress
determined that obtaining further reductions and elimination was a priority objective. Under section
111(b) of the URAA, Congress notes that despite the partial success achieved in the negotiationsto
eliminate tariffs in some sectors, this objective was not met in certain key sectors, especialy lumber
and wood products, non-ferrous metals, and electronics.

37 19 U.S.C. 3501 et. seq. (1994).



The SAA states that “obtaining further reductions and elimination of duties in these sectors is a
priority objective for U.S. multilateral, regiona and bilateral negotiations.” (Note: an example of
multilateral negotiations would be those taking place under the auspices of the World Trade
Organization; examples of regiona negotiations include APEC, or the North America Free Trade
Agreement.) Indirect referenceto the forest products sectors, the SAA drew particular attention to
efforts to achieve further reductions in tariffs on lumber and wood products and to accelerated
staging of tariff reductions on paper and paper products. The URAA provides the Administration
with limited residual authority to negotiate further reduction or elimination of tariffs on a range of
product sectors; thisauthority has proven useful in subsequent bilateral and regional negotiationsand
further negotiations within the context of the WTO (for example, the Information Technology
Agreement, which eliminated tariffs on many electronics items, was implemented using this residual
authority).

History of the ATL proposal

In 1994, APEC Leaders agreed to a goal of free and open trade in the APEC region by 2010 for
developed countries and by 2020 for developing countries. I1n an effort to begin taking stepstoward
thisgoal, APEC Trade Ministersin mid-1997 called on APEC membersto nominate sectorsfor Early
Voluntary Sectoral Liberalization (EVSL). Withinagroup of over 60 proposals, theforest products
sector received nominations from the United States, Canada, Indonesia and New Zedland. In
September 1997, the four countries’ forest products proposals were merged together in order to
constitute the Forest Products EVSL initiative. New Zealand agreed to act as overall country
coordinator for the proposal. Canada, Indonesia, and the United States have remained active
proponents of the proposal in a co-sponsor role.

The merged proposal was intended to address trade barriers in the forest products sector (wood,
rattan, pulp, paper, printed products, wood furniture, wood chemicals and pre-fab housing) in a
comprehensive manner, including tariffs, non-tariff barriers, standards, and economic and technical
cooperation. Each of the four co-sponsors assumed responsibility for overseeing one element of the
initiative: New Zeaand for tariffs, Canadafor standards, Indonesiafor economic and technical (eco-
tech) cooperation, and the United States for non-tariff measures.

In November 1997, APEC Leaders selected forest products as one of 15 EV SL sectors. Within that
group of 15, forest products was selected as one of the nine for immediate action. In June 1998,
APEC Trade Ministers agreed on agenera framework for the sectors, including product coverage,
end-dates and end-rates, and measures covered. Between June and the November 1998 APEC Trade
MinistersMeeting, APEC economiesfocused primarily on thetariff element of each sectoral initiative
and the specific details of how economies could bring their tariffs into line with the agreed-upon
framework. At the APEC Summit in Kuala Lumpur in November 1998, APEC Leaders agreed to
move the tariff portions of the sectoral EV SL initiativesto the WTO in order to seek a critical mass
of support for concluding an agreement in al eight sectors by the end of 1999 (note: the
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telecommunications MRA — the ninth sector -- did not contain a tariff component). Work on the
other elements of the sectoral EV SL initiatives continues within APEC.

Tariff initiative

The ATL initiative includes further reductions and acceleration in the timing of reductions of tariffs
agreed to as part of the Uruguay Round. Because of the existence of the Uruguay Round zero-for-
zero agreement on pulp, paper, and printed materials, different disciplines were proposed for these
commaodities than for the other products covered by the proposal. The proposal is:

For wood chemicals, wood, rattan, and wood furniture, developed countries would eliminate
tariffs by January 1, 2002. The proposal suggests that developing countries should strive to
meet the same targets, but accepts that in special circumstances and on a case-by-case basis,
elimination could be delayed until January 1, 2004.

For pulp, paper, and printed products, existing parties to the Uruguay Round zero-for-zero
agreement would accel erate tariff removal to January 1, 2000. Others would attempt to
remove tariffs by the same date, but developing countries could delay tariff removal until
January 1, 2002, on a case-by-case basis for alimited number of specific products.

The above targets have been endorsed three times by APEC Trade Ministers — at Kuching in June
1998, Kuala Lumpur in November, 1998, and Auckland in September, 1999.

Non-Tariff Measures

The second element of the APEC forest products sectoral initiative concerned non-tariff measures.
Theinitiative called for the completion of a study of non-tariff measures by October 1, 1998. (The
date was subsequently modified to November 26, 1999, and is currently under discussion as to
whether afurther extensionisneeded.) Following extensivediscussionsduring theearly part of 1998,
an agreement was reached in Kuala Lumpur in April, 1998 on the terms of reference for the study.
The United States, as study coordinator, put forth a project proposal (CTI 17/99) based upon the
agreed terms of reference, which was endorsed by the Committee on Trade and Investment (CTI) in
Kuching, Maaysiain June 1998. Funding for the study in the amount of US$150,850 was approved
by the Budget and Management Committeein July 1998. A Request for Proposalswas prepared and
sent out to APEC countries, as well as posted on the APEC internet homepage, on April 16, 1999.

Seven proposals were received within the specified time frame and, subsequently, evaluated by the
APEC Secretariat and the co-sponsors. Based upon theevaluation, Forest Research, aNew Zealand-
based firm, was selected by the APEC Secretariat to undertake the study.

The contract obligated the consultant to produce a draft report by August 27, 1999, containing:



a comprehensive inventory of non-tariff measures and other policiesimpeding or distorting the
trade of forest products within the APEC region;

an enumeration of the most frequently used measures/policies; and

aqualitative and quantitative analysis of the impact of these measures/policies on trade,
including a broader anaysis of the policy goals underlying those measures/policies and the
economic and environmental costs and benefits slemming from their application.

The APEC Secretariat circul ated thedraft report to APEC membersin early September 1999 for their
review and comment. The consultant isto take these commentsunder consideration, particularly any
deficiencies, and prepare afina report. This report will then be taken up by the Forestry Experts
Group, which is a yet-to-be defined body of forestry experts from APEC member economies. The
Groupwill devel op appropriaterecommendationsduring 2000 for the consi deration of the Committee
on Trade and Investment (CTI1) and Senior Officias.

The consultant relied heavily upon available work or work underway regarding non-tariff measures
within APEC, the WTO, the Food and Agriculture Organization (FAO) of the United Nations, the
International Tropical Timber Organization (ITTO), etc., and notifications by APEC economies.
Each APEC member was asked to notify the Study Coordinator of measures and policiesin itsown
country, aswell asin other countriesin theregion, that impede market access and should beincluded
inthe study, as well asto provide a description of the measure/policy, and, if possible, its estimated
trade and environmenta impact. Only three APEC members (Hong Kong, Malaysia and the United
States) made notifications, even after repeated requests. The consultant also visited selected
countries in the region, and was encouraged to meet with the full range of interested partiesin the
various APEC member countries.

Standards and Conformance

The third element of the APEC Forest Products EV SL initiative includes working to develop an
APEC position on standards involving the use of forest products. APEC’s Committee on Trade and
Investment, Sub-committee on Standards and Conformance (SCSC) was established by the
Declaration on an APEC Standards and Conformance Framework (November 1994). The principal
objectives of the SCSC are to: encourage alignment of members standards with international
standards; achieve mutual recognitionamong A PEC economiesof conformity assessment inregulated
and voluntary sectors; promote cooperation for technical infrastructure development in order to
facilitate broad participation in mutual recognition arrangements in both regulated and voluntary
sectors;, and ensure the transparency of the standards and conformity assessments of APEC
economies.

The majority of APEC’ sforest products standards work is focused on wood products and their use

in construction applications. Canada has lead responsibility for this element of the EVSL package.
Four technical groups relating to wood products and international standardsin the areas of building
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and construction have been established. Ad hoc groups on loading and structural design standards;
performance-based housing; timber standards; and, recently, fire safety testing standards have been
established. Country participation in these various ad hoc groupsisvoluntary. Reports of the work
of these various ad hoc technica groups are avalable via the APEC web page
(http://www.apecsec.org.sg).

Economic and Technical Cooperation

The fourth element of the original APEC Forest Products EV SL initiativeis economic and technical
cooperation (so called eco-tech), which istechnical assistanceto devel oping countriesto support the
broader APEC goals of trade liberalization and trade facilitation. Indonesia has lead responsibility
for the eco-tech portion of the initiative. APEC members agreed that candidate initiatives for
economic and technical cooperation should focus particularly on programs which further a number
of environmental goals.

APEC economieshave agreed that candidateinitiativesfor economic and technical cooperation could
include: (@) cooperation to increase communities’ forestry knowledge and their ability to develop
solutions to such forest issues as forest resource assessment using sustainability criteria and
indicators; (b) cooperation to enhance local industry development in a sustainable manner through
training programs on sustainable forest practices (e.g., prompt reforestation, protection of water
quality, protection of special sites, and logger training), and more efficient use of by-products; and
(c) cooperation to enhance collaborative work on forest fire prevention/management and the
development of forest fire monitoring and information systems. It would also include enhanced
cooperationtofacilitatemoreliberalized tradeintheforest product sector in areas such as standards
conformance, trai ning programs on topi cssuch asrecycling and waste reduction, s mplifying customs
procedures, and improving information and monitoring systems associated with harmful forest pests.



Appendix Il Additional information on the United States’ international
forest activities

U.S. Policy

President Clinton has committed the United States to conservation and sustainable management of
the world'sforests, both at home and abroad. In June 1993, one year after the Rio Earth Summit, the
United States became the first country to "commit to the goal of sustainably managing U.S. forests
by the year 2000." Since then, the United States has joined more than 150 other countries in
developing national level "criteriaand indicators for sustainable forest management.” These criteria
and indicators identify for the first time the essential components of sustainable forest management
and way's to assess trends in these components, which include conservation of biologica diversity,
maintenance of forest health and vitality, maintenance of productive forest functions, soil and water
conservation, forest contribution to global carbon cycles, maintenance of socio-economic benefits,
and thepolicy framework needed to facilitateforest conservation and sustai nabl e forest management.
The conservation of biological diversity, particularly in thetropics, hasbecome amajor focusof U.S.
activities and investments abroad, notably through the U.S. Agency for International Devel opment
(AID), which has undertaken significant conservation programsin Africaand Latin Americaas well
aspartsof Asia

Major International Agreements, Organizations and Initiatives

The United States is active in a wide variety of intergovernmental agreements, organizations,
initiativesand other forathat undertake forest related work and policy discussions. Key among them
isthe Intergovernmental Forum on Forests (IFF), which was established under the U.N. Commission
on Sustainable Development (CSD) in 1997 with atime-limited mandate to continue theinternational
forest dialogue begun by itspredecessor, the Intergovernmental Panel on Forests (1PF), and to further
implement the 100+ proposals for action agreed by the IPF to promote sustainable forest
management. The United States is a member of the 12-country Montreal Process Working Group
on Criteria and Indicators for the Conservation and Sustainable Management of Temperate and
Boreal Forestsand will host the 11th M eeting of the Working Group in November 1999in Charleston,
South Carolina. The United Statesinitiated the G-8 Action Program on Forests, which world leaders
launched at the Denver Summit in 1997 and endorsed a year later. A progress report on
implementation of the G-8 Action Program will be submitted to G-8 |eaders at the Okinawa Summit
in 2000.

The United Statesis also a party to the International Tropical Timber Agreement, 1994 (ITTA), the
Convention on Trade in Endangered Species of Flora and Fauna (CITES), the U.N. Framework
Conventionon Climate Change, the Western Hemisphere Convention, and the Convention on Long-
Range Transboundary Air Pollution - all of which have forest components or potential implications
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for forests. The ITTA isimplemented through the Y okohama-based International Tropical Timber
Organization with the purpose of facilitating discussion, consultation and international cooperation
onissuesrelated tointernational tradeintropical timber, including sustainable management of tropical
forests used primarily for production. CITES has established an ad hoc Timber Working Group to
consider issues related to the listing on CITES Appendices of commercialy traded timber species.
Therecently concluded Kyoto Protocol to the Climate Change Convention, which the United States
has signed but not yet ratified, includes provisions for forests as carbon sinks. While the United
States is not a party to the Convention on Biological Diversity or the Convention to Combat
Desertification, the United States has provided funding under both treaties, which haveforest-related
mandates and, in the case of the CBD, an initial work program on forests.

The United States provides substantial resourcesfor forests, particularly tropical forests, throughits
contributionsto international organizations. Asamember of the Food and Agricultural Organization
of the United Nations (FAO), which isthe specialized U.N. agency with responsibility for forests, the
United States contributes to global forest assessments, community- based forestry, technical
assistance, and information gathering and dissemination. Other forest-related organizationsand U.N.
agencies supported by the United States include the U.N. Environment Program (UNEP), the U.N.
Development Program (UNDP), the Center for International Forest Research (CIFOR), the Center
for Agroforestry Research (ICRAF), and the World Bank (the world' s largest forest donor).

Of special noteisthe Global Environment Fund (GEF), which wasestablishedin 1991 asajoint effort
of the World Bank, UNDP and UNEP to fund the “incremental costs’ of actionsdesigned to achieve
global environmental benefits. Two areas of project funding under the GEF, biological diversity
conservation and climate change, aredirectly related to forests. Also of noteisthe G-7 Pilot Program
to Conserve the Brazilian Rain Forest, which is an innovative multi-donor program administered
through the World Bank to promote conservation of the Brazilian Amazon and Atlantic Rain Forest.
U.S. support for the pilot program is provided through AID and the Department of Stete.

Bilateral Activities

TheUnited States provides substantial bilateral technical and financial assistanceonforests, primarily
through AID. Sections 118 and 199 of the Foreign Assistance Act direct AID to include tropical
forests and the conservation of biological diversity as priority development goals. Today, AID has
aportfolio of 20 forest-related projects in 16 countries around the world, including many tropical
countries. These projectsare undertaken in partnership with local and U.S.-based non-governmental
organizations (e.g., the World Wildlife Fund, Conservation International, The Nature Conservancy),
aswell as with government partners. They support a wide range of activitiesin the areas of forest
protection, policy formulation, training and ingtitution building, watershed and related land use
management, natural forest management, park and wildlife management, forest regeneration,
fuelwood plantations and shelter belts, species inventory, and research.
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The U.S. Department of Agriculture’s(USDA) Forest Service, working with AID, the Peace Corps,
other USDA and U.S. government agencies, the private sector, and the NGO community, carries out
a number of programs in other countries, including training and technical assistance in specia
emphasis areas such as forest assessment, ecosystem management, and fire management and
suppression; technical exchanges between U.S. and international forest managers; natural disaster
response; and cooperativeresearch and scientific exchangesbetween U.S. and international scientists.

The U.S. Peace Corps, with AID programming support, has over 900 volunteers in 40 countries
dedicated to natural resource-rel ated proj ects, including community reforestation, forest management,
nursery development, agroforestry, park management and environmental education.

The National Science Foundation supports research on biodiversity and ecosystems. The
Environmental Protection Agency hascooperativeagreementsfor climatechangeresearchinMexico,
Brazil, and China. The National Aeronautics and Space Administration (NASA) works with other
space agencies to improve remote sensing as atool for forest inventory, assessment and monitoring
in general and for fire detection, management and suppression in particular. NASA has a joint
program with Brazil’s National Institute for Space Research.

The U.S. Fish and Wildlife Service provides support for forest habitat and species management
programsin Latin Americaand the Caribbean, training programs for protected area managers under
the RESERVA program, and graduate level training and regiona outreach institutes and clearing
houses for information on biodiversity and habitat management in Latin America. The National Park
Service has training programs for park managers in severa countries.

The Animal and Plant Health Inspection Service (APHIS) guards U.S. borders against foreign
agricultural and forestry pests and diseases through a search and monitor system. APHIS uses
biological controlsand integrated pest management to help fight insects and plant diseases, including
extensive domestic quarantines to control the spread of highly destructive insects and plant diseases
such asthe Asianlong horned and pine shoot beetles. APHISalso controlswildlife damage and helps
protect endangered species.

The Department of State manages the U.S. Man and the Biosphere Program, which develops
information inventories on forest flora and faunain Latin American and other regions of the world.
Under the former Special Fund for Global Change Research and International Cooperation, the
Department of State funded a number of bilateral forest inventory, conservation and management
projects around the world, primarily in Brazil and Russia. Currently, the Department of State
supports a modest project fund under its East Asia and Pacific Environmental Initiative. This
Initiative's origina purpose was to combat haze and air pollution problems, and support forest
management projects, in response to the catastrophic fires in Indonesia in 1997. It has since
broadened its scope to include other environmental and forest-related projects in the region.
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Debt reduction activities

In 1998, the President signed into law the Tropical Forest Conservation Act (TFCA), which is
intended to provide debt relief to qualifying developing countriesin order to make fundsavailablefor
forest conservation projects. Under the TFCA, part or al of aqualifying country's AID and PL 480
debt may be covered by three mechanisms: debt reduction, debt buy backs or debt-for-nature swaps.

In 1991, the United States established the Enterprise for the Americas Initiative (EAI) which linked
debt reduction and the generation of local funds for the environment and child survival projectsin
eligible Western Hemisphere countries. The United States has since signed agreements with
Argentina, Balivia, Chile, Colombia, E1 Salvador, Jamaica and Uruguay to cancel $875 million in
officia (AID and PL 480) debt owed the United States; Peru signed an agreement to buy back debt
owed to the United States valued at $177 million. Local currency interest payments over the life of
the agreements (expected to total $154 million) are being used within these countriesto support child
development initiatives, aswell as environmental and conservation programs, some of which may be
forest related.

Since 1986, the United States through AID has provided $16 million in grantsto NGOsfor 17 debt-
for-nature swaps in Bolivia, Cameroon, Chile, Cote d'lvoire, Ghana, Jamaica, Madagascar and the
Philippines. These swaps have retired nearly $100 million in external debt and generated significant
local currency for in-country forest conservation programs.

Loan and loan guarantees

The U.S. Overseas Private Investment Corporation (OPIC) supports private U.S. investment in
developing countries and countries with economies in transition, including investment in the forest
sector, vialoan guarantees. These guarantees may be through insured or financed private investment
for such projects as reforestation, improved plantation productivity, and forest concession
management, as well as through an environmental investment fund using insurance and guarantee
authority. OPIC has adopted a policy that prohibits financing of development projects in primary
tropical forests.

The Export-Import (EX-1M) Bank of the United States has environmental proceduresand guidelines
against which applications for financial support of foreign projects are evaluated. Forest sector
projects, mainly pulp and paper mills, areeva uated for ecological soundnessand mitigation measures.
Project sponsors are required to develop a forest management plan that considers, among other
things, impacts on water resources, endangered/threatened species, and local communities from
construction and operation.
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Appendix 11 A Review of Literature on Forest Products Trade and the
Environment

This study’ s assessment of the economic and environmenta consequences of the ATL hasdrawn on
an expanding, contemporary literature that examines a variety of dimensions of the relationships
among forests, forest policies, timber harvest, international trade, and trade policies. An even larger
body of published work can be used to examine general i ssues associated with the broad topic “trade
and the environment” and the more specific question of the effect of tariffs on commaodity trade.

In addition to providing background and context for understanding the issues that should be taken
into account when assessing the ATL, thisliterature is especialy useful in guiding expectations for
the specific economic consequences that can be expected from tariff reductions. The literature
provides consistent evidence that reductions in tariffs up to and including the North American Free
Trade Agreement (NAFTA) and the Uruguay Round of the GATT have had an impact on forest
products trade. However, most estimates of the magnitude of this impact suggest that it has been
generaly small, even for tariff reductions that are larger in magnitude than those proposed in the
ATL. Thissupportsthe conclusion that further (even smaller) reductionsin tariffs, and acceleration
in the timing of reductions are likely to have small impacts on trade, production and consumption.

Introduction

In thelast ten years, links between international trade and the environment have been anincreasingly
common topic in both academic and popular literature. Thisreview is not designed to address al of
thisliterature—or al of it with direct relevanceto forestry. Instead, the focus hereis on the parts of
thisliteraturethat contribute to examination and antici pation the economic and environmental effects
of tariff reduction.®

It is a safe generalization to state that there are sharply differing views on whether increasing trade
isgood or bad for the environment.* Arguments that trade is harmful to the environment emphasize,
for example, that greater dependence on the international economy reduces local self-reliance,
encourages greater consumption, and reduces the effectiveness of domestic environmental
regulations. The possibility that developed countries exploit developing countries in trade
relations—in effect, exporting environmental damage—is also a basis for concern.

Argumentsin favor of freer trade emphasize that trade promotes economic growth and may enhance
environmental quality by increasing a country’s ability and willingness to pay for environmenta

38 This review is adapted from Tomberlin et al. (1998), and draws on Schallau (1999).
% These views are well displayed in public comments on the ATL ; see Appendix V1.
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protection measures. A further argument in favor of expanding trade is that internationa trade
facilitates the diffusion of technologies that have a variety of environmental benefits.

These arguments often are areflection of differing philosophical views more than they are based on
analysisor aclosereading of academic literature. Among other factors, the complexity of economic
and environmental interactions, and the absence of reliable data, has limited empirical investigation
of trade and environment questions (Dean 1992a). While there is a general consensus among
economiststhat policiesthat attempt to directly correct environmental externalitiesaretypically more
efficient than trade policies in achieving environmental ends, there are few empirica studies of the
different policy options.

Four broad issuesrelating to trade and forests are addressed here: the connection between trade and
forest resource conditions; the effect of trade policies on the forest sector; the impact of
environmental and resource policies on domestic industries; and the suitability of trade measuresfor
achieving environmental objectives.

Trade and Forest Resources

It isdifficult -- and perhapsill-advised -- to try to draw broad conclusions regarding the relationship
between international trade in timber and forest resource trends and conditions. Although much of
the literature addressing this topic has focused on deforestation in tropical, developing countries,
international forest policy issuesareno longer restricted to tropical countriesand forests. Evenwithin
the tropical zone, however, there are widely different economic conditions and institutions for land
ownership and management, and diverse ecological conditions. Asaresult, it is nearly impossible to
make broad, smple statements regarding dependence on trade (either economy-wide, or for forest-
based industries), resources and harvest methods used to support export-oriented industries, or the
ecological consequences of failure to conserve and protect forests.

The U.N. Food and Agriculture Organization (FAO) (1999) summarizes the view that timber trade
isnot the major cause of tropical deforestation. Among the studies that report empirical results that
support thisconclusionare Amelung (1991), Barbier and Burgess(1997), Barbier (1994) and Barbier
and others (1994, 1995). Amelung (1991) suggests that more than 80 percent of deforestation in
tropical countries (defined as permanent forest loss) is attributable to agriculture.”® Johnson (1991)
estimates that 18 percent of tropical deforestation is attributable to commercial logging, and 10
percent to fuelwood gathering; the remainder is attributable to agriculture and cattle ranching.

“0 Deforestation is a permanent change in land use from forest cover to another use, such as clearing forests for
agriculture. Table 4.4 (Appendix 1) summarizes recent data on patterns and trends in forest area. Forest
degradation is somewhat more difficult to define, but is generally taken to refer to a significant reduction in
ecological and other characteristics of forests, often through timber harvesting.
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Although these studies suggest a relatively minor role for timber harvest and trade, commodity
production and export markets are identified as a factor in this process.

A number of authors acknowledge the direct effects of agriculture in deforestation, but argue that

timber harvest isafactor inforest degradation, and in the sequence of eventsthat may eventually lead
to deforestation. Marchak (1995), for example, asserts that logging has a greater impact (than
suggested by the results described above) because it sets the stage for agricultural clearing. Braga
(1992) also argues that the effort to a break down the causes of deforestation by activities ignores
their interconnection. Menotti (1998) argues “globalization” contributesto forest lossin developing
and developed countries; examples of globalization include free trade agreements, integration of
financid markets, and the Structura Adjustment Programs (SAPs) of international lending
institutions. Recent efforts to identify the “underlying causes’ of deforestation and the interaction
among these causes are described by Verolme and Moussa (1999).

Much empirical work has been done on land use competition and forestland conversion. El Nagheeb
and Bromley (1994) trace deforestation in the Sudan to the collapse of the international gum arabic
trade. Coxhead and Jayasuriya (1993) find that employment effects in other sectors are a crucial
determinant of land clearing in the upland Philippines; Thiele and Wiebelt (1994) report smilar
findings for Cameroon. Vincent and Hadi (1991) analyze the effect of a boom in the world market
for rubber and pam oil on deforestation in Malaysia, concluding that the long-term yields of these
tree crops enables them to move into forested areas where other agricultural endeavors could not be
profitable. Thisliterature suggests that the effects of trade on sectors that compete with forests for
land can be significant, although accurate quantification of the effectsis difficult.

The results of Grossman and Krueger (1992) on income as a factor in environmental degradation
suggest that the relationship between economic growth and environment is a particular concern in
developing countries. Chichilnisky (1993) showsthat devel oping countries' property rightsproblems
make them more vulnerable to environmental degradation as a result of trade with industrialized
countries. Ritchie (1992) argues that property rights problems in developing countries may
themselves be worsened by trade, as the incentive to own land for export crop production causes
smallholders to be further marginalized by more powerful interests. Experience in developed and
developing countries suggests that other factors, notably land tenure and public land management
decisions, are equally important determinants of the issue, but that low income levels are generally
associated with resource degradation (Kaimowitz and Angelsen 1998).

Trade Policies and the Forest Sector
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Sector models have been used to examine forest products trade issuesfor sometime.* Interest in the
effects of regional trade agreements (such asthe North American Free Trade Agreement (NAFTA))
increased the amount and variety of attention given to model-based anaysis of trade policies.
Examples of recent work include investigation of the impact of U.S. tariffs on timber imports from
Canada (Boyd, Doroodian, and Abdul-L atif, 1993); they conclude that removing tariffswould result
in a 4.5 percent increase in Canadian softwood exports to the United States. Prestemon and
Buongiorno (1996) use partial equilibrium trade models to examine the effects of NAFTA on forest
productstrade in North America, while Boyd and Krutilla (1992) explore the sameissuein ageneral
equilibrium framework. These studies demonstrate that changes in trade regul ation appear likely to
have an effect on the volume of trade—and therefore on levels of production of at |east some forest
products. As a result, there is the potential for a link between trade policies and environmental
impacts on forests. However, U.S. International Trade Commission (ITC) (1997) concludes that
NAFTA has had little effect on most U.S. forest products trade with Canada and Mexico. The
exception to the finding that NAFTA had a “negligible” effect isin U.S. exports of printed matter
(ITC, 1997). Lyke (1998) reaches similar conclusions, arguing that factors other than NAFTA have
had a greater effect on trade.

A number of studies have addressed the impact of trade liberalization and structural adjustment
policies on tropical forests. Wisdom (1996) presents a stylized model of the welfare gains of
liberalizing lumber importsinto the Philippines, showing how the elimination of lumber import tariffs
can contribute to forest preservation there. Thiele and Wiebelt (1994) contrast the effects on the
forest of economy-wide trade liberalization versus agricultural trade liberalization in Cameroon,
concluding that the former can enhance both economic performance and reduce deforestation,
provided the policy change induces a shift of labor from agriculture to manufacturing.

Several studies conclude that log export restrictions (such as those applied by Indonesia) have been
economically inefficient and have exacerbated environmental degradation by encouraging wasteful
resource use (Braga 1992, Gillis and Repetto 1988, Manurung and Buongiorno 1995). Deacon
(1995) disputes this conclusion, arguing that employment policy and not log export policy per se is
the key element in the link between timber trade policy and the forest.

Animportant and relevant point of debate has been whether international trade creates environmental
problems or merely exacerbates existing ones. On this question the mgjority view among economists
is that the most significant environmental effect of trade is to make existing problems worse.
Anderson and Blackhurst (1992), for example, emphasize the fundamental role of government and
market failures as the cause of environmental degradation, while Dean (1992b) states categorically
that trade does not cause pollution. Ropke (1994) takes the opposite position, arguing that trade is
inherently detrimental to theenvironment. Withintheforestry literature, similarly disparateviewsare

“ Binkley (1987) provides an overview of forest sector models.
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represented by Vincent (1992), who arguesthat trade can potentially protect the forest by enhancing
its market value, and Nectoux and Kuroda (1989), who claim that Japanese demand for tropical
timber is responsible for significant forest destruction in Southeast Asia.

Perhaps the most direct influence of international trade on forests is through the effects of
international markets on prices and, as a result, on the commodity production and management
decisions of forest owners. In contrast to the general downward trend in commodity prices, deflated
forest products prices havetended to fluctuate around astabl e or somewhat increasing average (Lyon
and Sedjo 1992, Klemperer 1996, Zhang 1996). In the short run, the effect of higher prices on forest
conservation isambiguous: higher prices are an incentive to exploit and market forest resources, but
they also provide an incentiveto retain forests (rather than convert land to other uses). Higher prices
also enable forest owners to use harvest techniques that may be more environmentally benign but
more costly. Over a longer time horizon, timber prices affect investment in afforestation and
plantation devel opment.

Lyon and Sedjo (1992) arguethat the primary determinants of comparative advantage in timber have
shifted from harvest and transport costs to the ecological and other costs of afforestation and
reforestation. They conclude that long-term real price increases have reduced the comparative
advantage of remote natural stands in the long run. Such changes in trade and harvest patterns have
direct implicationsfor the distribution of environmental costs and benefits associated with the forest
resource. Thus, opportunities for international trade link harvest decisions and associated
environmental impacts across countries.

While sector models provide aframework for linking changesin trade and production, predicting the
effects of changes in timber harvest on the environment is more difficult. Important factors
conditioning the degree and distribution of forest impacts are the market-responsiveness of
landowners, the source of harvest (primary, secondary, or plantation forests), domestic policies and
ingtitutions, and market structure. Perez-Garcia (1995) uses a coefficient to relate timber harvest
levelsto land use changein order to explicitly link trade-induced changesin harvest to environmental
change. While such aconversion factor is useful asarough estimate of oneimportant environmental
consideration, it does not account for the distribution of harvest across wood sources (types of
forests, i.e., primary, secondary or plantation), which may be a more important determinant of
environmental impact than simply the amount of harvest. Furthermore, as noted by Barbier et al.
(1995), management practices are at least as important a determinant of forest degradation as the
level of harvest.

The possibility that domestic forest sector policies might transfer environmental impacts to other
countries viainternational market pressure has been examined with regard to log export restrictions
and timber supply reductions in the United States. Brooks (1995) argues that the global
environmental effects of reductionsin federal timber harvest in the West are unlikely to belarge, due
to the relatively small contribution of the U.S. Pacific Northwest to world timber supply. However,
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Brooks concludes that, because there is no basis for comparing the variety of international
environmental consequences, the international environmental effects are uncertain. Using a global
trademodel, Perez-Garcia(1993, 1995) suggeststhat theinternational impact of domesticrestrictions
on production or export may be substantial. Using adifferent model, Sedjo (1996) demonstrates that
reductions in U.S. timber harvest will alter patterns of production, and could have significant
international environmental effects.

In the last decade, a number of studies have attempted to examine the effects of trade
agreements—and specifically tariff reductions—on forest products trade. Barbier (1999) builds on
and extends his earlier studies of the effects of the Uruguay Round (Barbier 1995, 1996). Although
the overall effects of the agreement (considering all sectors) are expected to be significant, neither
Barbier (1999) nor Brown (1997) expect large changes in forest products trade to be aresult of the
Uruguay Round. Barbier (1996, 1999) estimates the likely effects to be an increase in trade in the
range of 0.4 to 0.5 percent (calculated on avalue basis). The calculation of such a small increment
in trade is based on the fact that tariffs on forest products are already low, and the market response
to price changesistypically low (Brown, 1997; Barbier, 1999). Bourke and Leitch (1998) point out
that the effect of the Uruguay Round islikely to be greater for some products (such as wood-based
panels and value-added products), and that results will vary widely across countries based on the
complexity of existing trade flows.

Environmental Policies and Domestic Industries

In the 1970s, the potentially adverse effects of environmental legisation in the United States and
Europe on trade competitiveness were researched in some detail. Examples of this work include
d'Arge and Kneese (1972) and Walter (1975). Less demanding environmental regulations may
confer acost advantage, leading to more productionin pollution-intensiveindustriesin countrieswith
lax environmental protection (Srinivasan and Bhagwati 1995). Dean (1992a) provides a survey of
evidence on the importance of environmental regulationsto trade, addressing shiftsin trade patterns
as aresult of regulation; and relocation of industries across regulatory regimes.

The first question has been addressed by a number of researchers using both partial and general
equilibrium approaches. In general, findings indicate the effects of regulation on trade range from
small but significant (Robison 1988) to no clear impact (Tobey 1990, Leonard 1988). More recent
work cited in Jaffe et al. (1995) reaches similar conclusions.

Regarding the extent to which wholeindustries have shifted |ocationsin responseto regulation, Dean
(1992a) notesthat i ndustriesmight move because of comparative advantagein theecol ogical function
of forests(e.g. agreater capacity for assimilating pollution) or dueto the underval uation of ecological
function. Jaffe et a. (1995) point out that industrialized countries have historically exported most
of the pollution-intensive goods on the world market (although the share of devel oping countries has
increased), and that demand for the products of polluting industriesis largely domestic.
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Research on the competitive effects of forest sector regulation is much less developed than the
environmental economicsliterature surveyed by Jaffeet a. (1995). Althoughthereareno studiesthat
explicitly link the international location decisions of forest products industries to environmental
regulations, there is evidence that an increasing share of world harvest of timber for industria
manufacturing takes place in developing countries. Many of these countries have a combination of
environmental assets (such as forest-based biological diversity), export-oriented macroeconomic
policies, and weak or poorly enforced land-use regulations. Therefore, thereis an obvious basisfor
examining the role of international markets in causing environmental damage, and the effect of
domestic policies on trade performance. Complicating the assessment of the role of environmental
regulationsin timber industry expansion are: the role of favorable growing conditionsin the tropics;
the resulting expansion of forest plantations; and the fact that domestic markets in developing
countries are among the fastest growing markets for a variety of wood and other products.

Trade Measures for Environmental Objectives

Environmental and other regulations have had identifiable consequences on forest products trade
flows. Opinion is strongly divided on the suitability of trade interventions to achieve environmental
ends. Inaddressing domestic externalities, Perroni and Wigle (1994) concludethat trade restrictions
are a poor substitute for direct interventions. Runge (1994) and Subramanian (1992) concur with
this position, but Baumol (1971) and Srinivasan and Bhagwati (1995) argue that trade sanctions
against internationa polluters may improve globa welfare in certain situations.

Barbier and Rauscher (1994) anadlyze a variety of domestic and international policies intended to
promote sustainable forest management in the tropics. In addition to providing a useful genera
modé for theanaysisof such policies, they derive conditionsunder which tradeinterventions support
or hinder conservation policies, and demonstrate the superiority of internationa transfers to trade
restrictions as away to conserve the forests. Barbier et a. (1995) conclude that "there seemslittle
scope for the use of trade policy interventions as a means to reducing tropical deforestation in
Indonesia."

Buongiorno and Manurung (1992) find that European importers of tropical timber would bear the
burden of import tariffs intended to diminish forest exploitation, while tropical exporters would be
able to sall to other markets. This illustrates the potential importance of market power in the
effectivenessof market-based environmental policies. Perroni and Wigle(1994), inarguing that trade
and environment links are in fact quite weak, note that the links would have been stronger had they
not assumed perfect competition intheir model. Whilethe existence of significant economiesof scale
or market power in trade might suggest the opportunity for welfare-enhancing trade interventions,
research into the conditionsunder which such opportunitiesexist hasnot produced broadly applicable
results. Barbier and Rauscher (1994) argue that market power, by enabling a country to extract
greater unit revenues, may contribute to conservation. In contrast, Karp (1996) finds that market
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power can actually reduce profits for amonopoly producer of a non-renewable resource.
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Appendix IV

Supplemental Data

Table 4.1 International trade as a share of forest products consumption for the

world and the United States!

Percent

N -+ World 4 uU.S. 1

i 1 1970]l 1980l 1990] 1997 1997
Industrial roundwood 7.3 8.1 6.6 8.7 0.5
Sawnwood 13.6 17.3 18.0 26.3 30.1
Wood-based panels 14.3 15.6 24.5 312 18.2

| Pulp L 16.3_L 16.41 16.21 212 L 5.7,
Paper & board 18.1 20.0 23.2 28.4 13.6

! Imports as a share of consumption, quantity basis.

Source: Calculated from data reported by the Forestry Department, Food and Agriculture Organization (FAO);

data available at http://apps.fao.org.

Table 4.2 Estimated share of world timber harvest that enters
international markets, 1996

Percent

Industrial Roundwood

All harvest?
Logs only All products
Developing countries 8 20 5
Developed countries 8 35 27
World 8 30 16

! Exports as a share of harvest
2 Includes fuelwood harvest

Source: Calculated from data reported by the Forestry Department, Food and Agriculture Organization; data

available at http://apps.fao.org



Table 4.3 Value of United States forest products trade, by origin
and destination, 1996-98

Million dollars

i | 1996 | 1997 | 1998 _
Imports from:
Temperate countries | 27,514 29,305 31,204
Tropica countries 4,057 4,396 4,681
i All sources __31,571 __33,701 __35,885 _
Exports to:
Temperate countries | 17,680 17,468 15,360
Tropica countries 4,756 5,092 5,129
_All destinations | 22436 | 22,560 20489 i
Net trade with:
Temperate countries | (9,834) (11,837) (15,844)
Tropica countries 699 696 448
All countries (9,135) (11,141) (15,396)

Data include: Wood and Wood Products(HS chapter 44), Pulp and
Waste Paper (HS chapter 47), Paper and Paperboard (HS chapter 48),
and Wooden Furniture and Furniture Parts (parts of HS chapter 94).

Source: Data reported by the U.S. Department of Commerce.



Table 4.4 World forest area, 1990 and 1995, and annual rate of change

Change
Forest area (mil ha) 1990-95
1990 1995 Percent

Temperate forests
North & Central America 453.3 457.1 0.2
South America 43.2 42.6 -0.3
Europe 930.7 933.3 0.3
Oceania 48.5 48.8 0.6
Asa 222.5 223.3 0.4
Africa 15.6 15.3 -0.3
Total, temperate 1,713.8 1,720.4 0.4
Tropical forests
North & Central America 84.6 79.4 -1.3
South America 851.2 827.9 -0.6
Oceania 42.7 419 -04
Asa 295.0 279.8 -11
Africa 523.4 504.9 -0.7
Total, tropical 1,796.9 1,733.9 -04
World 3,510.7 3,454.4 -0.2

Source: Food and Agriculture Organization, 1999.




Table 4.5 World timber harvest by economic group and
product category, 1996

Million cubic meters

Industrial* | Fuelwood? Total
Developing countries 470 1,685 2,055
Developed countries 1,019 179 1,298
World 1,489 1,864 3,353

L All timber used as raw material for manufacturing.
2 Egtimated by FAO.

Source: Food and Agriculture Organization, 1999.



Table 4.6 Summary of the effects of the Uruguay Round and
ATL (proposed) on tariff rates for forest products imported by

developed countries

Pre- Post-
Uruguay Uruguay ATL
Commodity group Round Round (proposed)
Wood*
Wood in the rough 0.0 0.0 0.0
Wood-based panels 9.4 6.5 0.0
Semi-manufactures 0.9 0.4 0.0
Wood articles 4.7 1.6 0.0
Total 2.0 1.1 0.0
Paper?
Pulp and waste 0.0 0.0 0.0
Paper and paperboard 5.3 0.0 0.0
Printed matter 1.7 0.3 0.0
Paper articles 7.3 0.0 0.0
Total 35 0.0 0.0

! Uruguay Round tariff reductions were fully-implemented as of January 1999.
2 Uruguay Round reductions will not be fully implemented until January 1, 2004.

Source: Bourke and Leitch (1998).




Table 4.7 Long-term price and income elasticities

for forest products!

Income
Commaodity group Price (GDP)
Fuelwood -0.08 -0.63
Other industrial roundwood -0.17 0.26
Sawnwood -0.23 0.29
Veneer and Plywood -0.16 0.73
Particleboard -0.10 0.63
Fiberboard -0.29 0.86
Newsprint -0.32 0.77
Printing and writing paper -0.70 0.50
Other paper and board -0.35 0.44

' The percentage change in consumption resulting from
aone percent change in either price or income.

Source: Zhu et al (1998).




Table 4.8 Actual and projected world consumption of wood, recovered paper, and forest
products, 1970-2010

Actual ? Projected ° Annual growth rate

Item 1970 | 1980 | 1990 | 1996 | 2000 | 2010 | 1970- 1990- 1996-
1990 2010 2010

Fuelwood 1113 | 1366 | 1780 | 1864 | 1906 | 2210 2.38 1.09 1.22
(Million cubic
meters)

Industrial 1277 | 1391 | 1713 | 1490 | 1667 | 1872 1.48 0.45 1.64
roundwood
(Million cubic
meters)

Recovered paper | 30 51 82 | 108 | 116 | 171 5.16 3.74 3.34
(Million metric
tons)

Sawnwood 413 | 423 | 550 | 430 | 442 | 501 1.44 -0.47 1.10
(Million cubic
meters)

Wood-based 69 88 | 126 | 149 | 143 | 180 3.06 1.80 1.36
panels
(Million cubic
meters)

Paper and 128 | 156 | 240 | 284 | 313 | 394 3.19 2.51 2.37
paperboard
(Million metric
tons)

& Data reported by the Forestry Department, Food and Agriculture Organization (FAO); data available at
http://apps.fao.org.
® FAO (1997, 1999).



Table 4.9 World harvest of industrial roundwood and production of waste paper in

1990 and 1996 with projections to 2010
Annual change
1990 1996 2010 1990-2010 (%)
Industrial roundwood (Mil 1,713 1,490 1,872 0.45
m3)
Waste paper (Mil MT) 82 108 171 3.74

Source: FAO (1997, 1999).

Table 4.10 Estimated and projected sources of industrial wood fiber

Percent
1995 2010
Primary forest 50 30
Secondary forest & 30 40
plantations
Recovered fiber 20 30

Source: Solberg et al. (1996); Brooks (1997).




Table 4.11 Predicted contribution of plantations to world
timber harvest, 2000-2040

Percent
2000 2020 2040
Africa 20 39 40
Asa 32 46 48
Europe and former USSR 46 53 55
North and Central America 22 29 31
Oceania 55 66 67
South America 63 65 66
World 35 44 46

Source: ABARE (1999).
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AppendixV  Model-based Analysis of the Effects of the ATL on Trade in Forest
Products

Two forest products trade models were used to examine the possible effects of the ATL on world
trade, production, and consumption of forest products. These models provide ameans of examining
the magnitude and direction of changeslikely to result from the ATL within a consistent framework
that explicitly accounts for and quantifies market dynamics. Among the most important of these
dynamic changes are the magnitude of consumption responseto changesin price (resulting from tariff
reductions), and the magnitude and location of changes in production in response to market
opportunities.

As is the case with any model, the ssimulations and scenario analyses cannot be taken as exact
descriptions of the likely outcome should the ATL be implemented.** However, the scenarios can
be taken as clear demonstration of the direction and approximate magnitude of change that can be
expected fromthe ATL. Themodelsprovide evidencethat the ATL’slikely effect on productionand
consumption issmall, evidence that the ATL islikely to affect the structure of forest productstrade,
and an indication that the ATL isunlikely to have auniform effect on timber harvesting, even within
broad regions or country groupings.*®

The two models used for this analysis provide different but complementary opportunities for
examining the effects of the ATL. The Global Forest Products Model (GFPM) is based on the Price
Endogenous Linear Programming System (PELPS I11l) (Zhang et a. 1993), with recent
modifications.* The model simulates market equilibrium by mathematical programming, and solves
for equilibrium quantities and prices by maximizing the value of the products, minus the cost of
production, subject to material balance and capacity constraints in each country and each year.
Because materia flows throughout the system must balance, the model insures data consistency
within countries, and coherence of projectionsbetween countries. Thegenera principleof the GFPM
isthat global markets optimize the allocation of resources in the short run (within one year). Long

42 Large-scale trade models are seldom able to replicate—or predict—bilateral trade flows; nevertheless, large-
scale forest sector models in which trade is explicit often provide reliable indications of broad trendsin production
and consumption.

3 Neither of the models used in this analysis provides the opportunity to link projected changes in timber harvests
to specific types of forests (i.e., primary, secondary, or plantation) within countries or regions. However,
knowledge of resource conditions and general patterns of production provides a basis for inferring these
conseguences.

“ This anal ysis of the ATL was supported in part by a research joint venture agreement (98-7037-RJVA) between
the USDA Forest Service, Pacific Northwest Research Station and the University of Wisconsin.
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run resource allocation is partly governed by market forces, asin capacity expansion and trade, and
partly by avariety of policies, such astimber supply shifts determined by forest policy, waste paper
recovery rates by environmenta policy, and trade by tariffs that change the cost of imports.

The GFPM provides arepresentation of 180 countriesand all major forest products (aggregated into
14 groups). In its parameters and data, the GFPM relies directly on the most commonly used
database describing international trade in forest products: production and trade data compiled and
reported by the Food and Agriculture Organization of the United Nations.

Earlier versions of PEL PS and the GFPM have been used by the United States and Canadian Forest
Servicesto develop the North American pulp and paper model (NAPAP), the North American solid
wood model (NASAW), and by the International Tropical Timber Organization (ITTO) to develop
the AsiaPacific Tropical Timber Trade (Market) model. The Asia-Pacific Forest Products Model
(Zhang et al. 1997) was also built with PELPS, and the FAO 1999 forest products outlook study
included GFPM-based projections (Zhu et al. 1998).

The second model used to examine the ATL is the CINTRAFOR Global Trade Model (CGTM)
(Cardellichio et al. 1989).* This model is an extension and revision of the Global Trade Model
(GTM) developed at the Internationa Institute for Applied Systems Analysis (I1ASA) (Kallio and
others, 1987). The CGTM provides adetailed description of the solidwood sector (logs, sawnwood
and plywood) of world forest products markets. In many respects, the structure and the theoretical
assumptions regarding market behavior in the CGTM are comparable to those in the GFPM: the
CGTM is a spatia equilibrium model that simulates the behavior of producers and consumersin
competitive markets. The CGTM projects production, consumption, trade and prices of 8 forest
products in 43 regions, some of which are portions of large producers (such as the United States,
Canada, and Russia).* The CGTM providesamore detailed description of the solidwood sector (for
example, distinguishing product groups by species) ascompared to the GFPM. However, the CGTM
does not provideinformation on likely changesin trade in paper and paperboard products, and does
not provide separate representation of all countriesin all regions.

The CGTM has been used to examine a number of trade and resource policy questions that include
the global impacts of reductionsin North American timber supplies, theinternational market impacts
of climate change mitigation programs, and log export restrictions (see Perez-Garciaet a. 1997, and
Perez-Garcia1993,1994). Becausetherearelimitsto the CGTM’ sspecification of theworld forestry
sector (notably, the absence of a pulp and paper sector), the analysis of the ATL using thismodel is

* This analysis of the ATL was supported in part by a cooperative research agreement (98-7033-CA) between the
USDA Forest Service, Pacific Northwest Research Station and the University of Washington.

4 Some countries/regions in the CGTM are “non-responsive;” that is, projected production, consumption, and
trade are assumed and not computed.
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not as comprehensive as that provided by the GFPM. Nevertheless, the CGTM provides an
opportunity to extend the analysis of the effects of the ATL, especially for key countries of interest
(such as the United States) and for selected products.

Scenario Analysis of the ATL

In each model, the ATL was examined by means of “scenario analysis.” To do this, a basdine
projection was developed with each model and the likely effects of the ATL were calculated by
comparing this baseline to a second simulation in which tariff changes proposed by the ATL are
introduced. Based on the structure of the models, and the design of the ATL scenario, this approach
has two important characteristics: (1) only the incremental effects of the ATL are displayed; and (2)
the ATL model scenario tends to overstate the possible effects of the actual ATL initiative.

Incremental effects of the ATL. By design, thisanaysis examines only the incremental effects of the
ATL. The analysis is not an attempt to assess the effects of trade liberalization in general, or the
Uruguay Round.*” A number of studies, both analytical and qualitative, have attributed the expansion
in forest products trade in the post-war period to a combination of tariff reductions and a broad set
of national and multilateral actions designed to promote greater economic integration. Patterns of
world population and economic growth have also been factorsin the greater importance of trade over
the past 50 years. The model-based analyses described here do not explicitly assume or examinethese
trends and relationships. Instead, the effects of the ATL are examined with all other factors
influencing production, consumption, and trade held constant at the values assumed in the baseline
projection.

Thelikelihood of changesin these other factors, and their influence on production, consumption, and
trade must be considered when evaluating these model-based results. For example, among the
plausible effects of increasing trade and more open markets are (1) the diffusion of manufacturing
technologies, and (2) increasing incomes (as compared to a future in which trade is restricted).
However, in the scenario analysis, trends in both technology and income areidentical to thosein the
baseline. Changes in technology can be expected to lead to reductions in consumption. Increases
in income contribute to increases in consumption of some kinds of wood products, such as paper
products and construction materials -- aswell as greater interest in the ecological function of forests
and decreases in consumption of some other wood uses, such as fuelwood.®

Overstating the effects of the initiative. Model structure and scenario design combine to produce a
“maximum effect” analysis of the ATL. Thisislargely by design. Where it was necessary to make
judgments, the preferred approach was one that would emphasize rather than de-emphasize the
possible effects of theinitiative. Two aspects of the approach to scenario designillustratethis. First,

4 See Appendix I11 for description of some literature that addresses these questions.
8 Decreasi ng consumption of fuelwood is associated with increasing income.
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in the baseline projection for each model, tariff rates for each country are applied uniformly to
commodities imported from all sources. However, many developed countries already allow goods
produced in developing countries to enter at reduced tariff rates through the Generalized System of
Preferences (GSP). In addition, the analysis also does not explicitly account for the effects of
provisionsof existingregional tradeagreements(RTAS), and RTAscurrently under negotiation, many
of which liberalize trade in forests products. The structure of these trade models does not allow for
exact and detailed representation of the complex structure of tariffsasapplied by all countries-- such
as country-specific tariff rates. Asaconsequence, the projections are likely to overstate the effects
of tariff elimination, especialy in terms of imports from (exports by) developing countries.

The ATL scenario aso assumes full and immediate implementation of the initiative by al APEC
members (plus selected “ critical mass’ countries such asthe European Union and Brazil). However,
the initiative allows developing countries to delay full implementation until 2004. In combination,
al of these characterizations of the ATL produce comparisons to the baseline that are likely to
overstate the effects of the ATL, especially with respect to changes in exports and production in
developing countries.

Second, both modelssimplify the large number of forest productsto which tariffsare applied by using
aggregate commodities. In both models, the aggregate commodities are roughly equivalent to the 4-
digit level of aggregation of the Harmonized System (HS). Because tariff rates are specified by
countries at the 6-digit (or more detailed) level, it was necessary to calculate or assign weighted
average tariffs for the aggregate commodities. In general, this approach is more likely to overstate
tariffs than it is likely to understate them because some commodities (within the aggregate) will be
assigned higher tariffsthan are actually applied. Therefore, this, too, will contribute to atendency for
these models (and the assumptions associated with the ATL scenario) to overstate the effects of
complete elimination of tariffs.

Model Results®

Results of the ssimulation of the effects of the ATL using the GFPM are summarized in Tables5.1to
5.4; resultsusing the CGTM are summarized in Tables 5.5 and 5.6. Because there are differencesin

9 Neither of the models used in this analysis provide explicit information on the statistical properties of their
projections, such as standards errors. Nevertheless, in evaluating the results of the scenario analyses, it is
appropriate to interpret the results with the understanding that there is a magnitude of change that is
indistinguishable from no change. Based on previous experience with these and other large-scale models, the
magnitude of change (ATL scenario compared to the baseline) that is judged to be indistinguishable from no
change is any figure less than 0.5 percent.)
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their scope and structure, as described above, these model s cannot be expected to produce identical
results. Nevertheless, the models provide a broadly consistent indication of the likely effects of the
ATL. Based on both models, the effects of the ATL are likely to include:

The absence of significant changesin production and consumption, at the world scale. For both
models, and all products, production and consumption change by lessthan 1 percent, and typically
by less than 0.5 percent, compared to the baseline, in 2010.

Changes in the commaodity composition of trade (a shift toward more processed products), and
in geographic patterns of production and trade. Both models indicate that the ATL islikely to
increase productionin, and exportsfrom northern Europe, Oceania(Australiaand New Zealand),
South America (Chile), and Asia (Indonesiaand Maaysia).

Thelikelihood of changesin U.S. trade (both imports and exports) -- accompanied by little or no
net effect on U.S. production and consumption. Both modelsindicatethelikelihood of reductions
in U.S. exports of logs and increases in exports of some processed products.

Findly, both models suggest that the ATL is likely to change timber harvests in a number of
countries, but both models indicate the likelihood that the net effect at the world scale will be
small -- lessthan a 0.5 percent increase in timber harvests for industrial products.

It also isimportant to note that these results are consistent with expectations formed from areview
of literature describing analyses of forest products trade (see Appendix I11), and an analysis of tariff
remova using a multi-sector, general equilibrium model.

Table 5.1 summarizes the ATL’s effects on world production, consumption and trade (in 2010,
compared to the baseline) projected using the GFPM. World consumption and production of forest
products -- and the timber harvested (“industrial roundwood” in Table 5.1) to manufacture these
products -- are expected to change relatively little as a consequence of further and accelerated tariff
reduction. The ATL is likely to have a much greater effect on trade than on consumption and
production. At theworld scale, expected changesin trade of manufactured products range from an
increase of about 1 percent (wood pulp) to an increase of more than 6 percent (wood-based panels).
Trade in raw materia (industrial roundwood) is projected to decrease, by nearly 6 percent
(Table5.1).

Table 5.2 summarizes the GFPM-based estimates of effects of the ATL on U.S. production,
consumption and trade. U.S. consumptionislargely unaffected by theinitiative, athough production
and trade are projected to change. The initiative is expected to lead to increasing consumption of
industrial roundwood (i.e., increased domestic manufacturing of timber-based products). However,
because exportsof raw material are projected to decline, thereisno net increasein timber production
(Table 5.2). The initiative is projected to reduce U.S. log exports by more than 35 percent. The
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initiative’ seffectson U.S. production and trade in manufactured products are greater than its effects
on U.S. consumption, and include both increases and decreases. These results are entirely consistent
with the magnitude of tariff changes in the initiative, and the fact that trade accounts for a low
percentage of U.S. production and consumption (see Table 4.1).

The absence of significant effects on timber production and consumption—at the world
scale—suggests that the ATL’s most significant (prospective) environmental effects will be on the
location of production. That is, the initiative may lead to changes in the forests where harvesting
occurs, evenif it doesnot lead to changesin the aggregate level of production. Table 5.3 summarizes
GFPM-projected changes in timber harvests, by region, that are the result of the changes in
production and trade. Among devel oping countries, changes are expected to berelatively small (less
than a5 percent increase in timber harvest as compared to the baseline). Expected timber harvest
increases in developed countries that are likely to result from the ATL arerelatively larger (around
10 percent).

The ATL is also unlikely to ater the proportion of the world's timber harvest that comes from
developing (including tropical) as compared to developed countries (see Table 5.3). Developed
countriesarelikely to account for at least two-thirds of increasesin timber production resulting from
the ATL ; developed countries also will account for the majority of expected decreasesin production.
The contribution of developing countries to the world's industrial timber harvest is expected to
increase, although dlightly, either with or without the ATL. Developing countries currently account
for about 30 percent of industrial timber production (see Table 4.5); thisislikely to increase to about
33 percent by 2010, based in part on increasing production from plantations.

M odel-based projectionswere combined with information on current and prospective future patterns
of timber production to estimate theinitiative' spossibleimpactsby type of forest. Thetype, location,
and magnitude of change shown in Tables 5.3 and 5.4 is confirmed by Sedjo and Simpson.

Based on the low magnitude of changes in timber harvesting indicated by both models (see Tables
5.3t05.5), aswell as prospective changes in patterns of trade, the analysis concludes that the ATL
will have little effect on the type of forest likely to be harvested in the future. Table 5.4 combines
information from the GFPM with information from contemporary resource assessments and
assessments of current and prospective future forest and plantation management.® In both the
baseline projection and in the ATL projection, the share of timber harvest coming from “primary
forests’ will continue to decline as intensively managed, secondary forests and forest plantations
increasein importance (see Tables4.10 and 4.11). The ATL islikely to reinforce the baseline trend.

Simulation of the effects of the ATL using the CGTM produces results similar to those provided by
the GFPM: the model projects relatively small changes in production and consumption (including

% Sources of information on current resource conditions and prospective changesin timber harvest and
management include Solberg (1996), FAO (19993, 1999b), and ABARE (1999).
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decreasing consumption of some products), at the world scale, and increasing trade in products. As
isthe case with the GFPM, the CGTM simulation indicates that the ATL islikely to reduce tradein
logs, especially softwood logs. Table 5.5 summarizes the effects of the ATL as predicted by the
CGTM. Here, too, the initiative is expected to have relatively little effect on total production and
consumption, and a much greater effect on the level of trade and patterns of trade.

For softwood lumber, the CGTM results indicate that tariff elimination islikely to lead to increases
in trade, but a decline in production and consumption at the world scale. The sequence of market
adjustments that produces these results is the following: lower tariffs initialy reduce prices and
increase consumption in a number of markets (especially in Asia). Eventually, these increases in
demand lead to higher pricesin marketswheretariff elimination hasrelatively littledirect effect (such
as North American and Europe). Reductions in domestic consumption in large producing (and
exporting) regions outweigh increases in consumption in other regions. Nevertheless, the ATL is
expected to increase softwood lumber trade by nearly 6 percent by 2010, compared to the baseline
(see Table 5.5). Theiinitiative is expected to have relatively little effect on world production and
consumption of hardwood lumber, and only a modest effect on hardwood lumber trade (an increase
of about 1 percent).

The results shown in Table 5.5 suggest that tariff elimination is likely to have a similar effect on
plywood -- that is, that the greatest effect is on trade. In the case of plywood, the initiative is aso
expected to lead to increasesin global consumption and production, but the projected increaseisless
than 1 percent.

Theeffectsof tariff elimination on lumber and plywood production and trade have adirect impact on
the production, consumption and trade in sawlogs and pulpwood. The ATL has little or no direct
effect on log trade because only a few countries apply import tariffs to raw material; as a result,
projected changes in log trade are the consequence of the substitution of product imports for raw
material imports. The CGTM results also illustrate that changes in raw materia trade are further
complicated by substitution of pulpwood for manufacturing residues. Projected increases in
pulpwood trade are, in part, aconsequence of reductionsin the availability of manufacturing residues
that accompany declining sawlog trade.
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Tables5.5 andb5.6.
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Table 5.1 Summary of the effects of the ATL across all regions, as compared to baseline,
using the Global Forest Products Model (GFPM)

Percent change in 2010 as compared to the baseline
Production / consumption Trade
Industrial roundwood" 0.5 -5.5
Sawnwood 0.3 45
Wood-based panels -0.1 6.3
Wood pulp 0.2 11
Paper & paperboard 0.0 17
All products? 2.0

! Industrial roundwood production is equivalent to timber harvest.
2 Wei ghted average (weights are based in the 1996 value of trade).

Source: Global Forest Products Model (GFPM).



Table 5.2 Expected changes in U.S. consumption, production, and trade in 2010

attributable to the ATL!?

Percent change in 2010 as compared to the baseline

Consumption Production Imports Exports

Industrial roundwood 1.1 0.1 0.3 -35.5

Sawnwood 0.0 3.1 -8.4 5.3

Wood-based panels (all) 0.2 -2.4 14.8 1.0
of which:

Veneer & plywood 0.0 -2.0 17.3 0.8

Particleboard 0.6 -3.9 16.1 -9.9

Fiberboard -1.2 0.7 -17.1 9.2

Paper and paperboard (all) -0.2 0.2 -3.8 -0.2

of which:

Newsprint 0.1 1.6 -2.8 -0.9

Printing & writing -0.6 -14 -4.3 -26.6

Other paper & board 0.0 0.9 -4.9 4.5

! Percent change in ATL scenario in the year 2010 compared to baseline; quantity basis, various units (roundwood,

sawnwood and panels are cubic meters; paper and paperboard are metric tons).

Source: Global Forest Products Mode!.




Table 5.3 Projected change in timber harvest resulting from the ATL,
by region, in 2010, compared to the baseline

Region Million Percent
cubic
meters
Africa -734 -0.9
North/Central -5,858 -0.4
America
South America 1,580 0.9
Asia 4,976 1.1
Oceania 3,313 5.8
Europe 6,337 1.7
Former USSR -3,476 2.7
World 9,138 0.5

Source: Global Forest Products Model (GFPM).

Table 5.4 Expected changes in patterns of timber harvest by country and
type of forest, resulting from the ATL, compared to baseline, in 2010

Countries in which timber harvests Countries in which timber harvests
are likely to increase are likely to decrease
Percent change and type of forest Percent change and type of forest

Madaysia 2.6 | Primary / Plantation Russa -4.1 | Primary
Indonesia 4.4 | Primary / Plantation Mexico -2.1 | Secondary
Chile 0.5 | Plantation Canada -14 | Primary
New Zeal. 3.8 | Plantation Korea -11.2 | Secondary
Austrdia 9.2 | Plantation France -6.4 | Secondary
Finland 11.0 | Secondary Germany -2.1 | Secondary
Sweden 7.6 | Secondary Portugal -2.5 | Plantation
China 14| Secondary / Plantation | Japan -5.8 | Plantation / Secondary

La Primary” forest refersto relatively undisturbed forests of natural origin; “secondary” forest refersto forestsin
which there has been at |east one cycle of harvest and re-growth; “plantation” refers to plantations of both native
and exotic species.

Source: Global Forest Products Model (GFPM).



Table 5.5 Summary of the effects of the ATL across all regions, as compared to the
baseline, using the CINTRAFOR Global Trade Model (CGTM)

Percent change | Percent change | Percent change | Percent change
from baseline in | from baseline in | from baseline in | from baseline in
2000 2010 2000 2010

Product Production / Consumption Trade'
Softwood plywood 0.30 0.08 5.90 12.90
Softwood lumber -0.14 -0.03 9.11 5.67
Softwood pul pwood -0.28 -0.33 1.04 1.05
Softwood sawlogs 0.14 0.24 -4.16 -4.20
Hardwood plywood 0.36 0.62 1.00 2.05
Hardwood lumber 0.00 0.11 111 0.95
Hardwood pulpwood -0.03 -0.04 -0.01 -0.01
Hardwood sawlogs 0.06 0.08 0.28 0.28

! These data overstate the effects of the ATL on international trade because the model divides some countries into
multiple regions and counts the internal trade among regions of those countries.

Source: CINTRAFOR Global Trade Model (CGTM).

Table 5.6—Summary of the effects of the ATL on U.S. production, consumption and
trade, in 2010, compared to the baseline, using the CGTM

Percent change

Production | Consumption |mports' Exports'

Softwood sawlogs 0.48 1.00 0.0 -7.30
Softwood sawnwood 1.10 -0.40 1.04 20.00
Softwood plywood 0.12 -0.23 NA 79.94
Hardwood sawlogs 0.39 0.39 0 0.39
Hardwood sawnwood 0.40 -0.22 0.54 3.94
Hardwood plywood 0.00 0.00 0.00 0.00

! These changes (in exports and exports) overstate the effects of the ATL on international trade because the model
counts internal trade among regions of the United States.

Source: CINTRAFOR Global Trade Model (CGTM).




Appendix VI Summary of Information and Analysis Provided through
Public Comments

Comments submitted in response to the Federal Register notice® soliciting public input provide an
indication of the type of issues and concerns related to the Accelerated Tariff Liberalization (ATL)
initiative. The main points are grouped thematically and summarized below.>

Comments Received Regarding the Scope or Methodology of this Study

The analysis must meet National Environmental Policy Act (NEPA) guidelines pursuant to
Executive Order 12144, and should explore other aternatives (including ano action and aforest
protection aternative).

Thereisnot enough timefor public input and/or acomprehensive assessment. In addition, many
important concerns raised by government agencies and the public are not being investigated.

The scope of theanalysisistoo limited. It should include astudy of nontariff measures (including
the effect of eliminating them), a study of the current environmental status of forests and the
adequacy of forest protection laws, forest conservation internationally, resource diversification,
existing trade policies and proposals for accelerated sectoral liberalization, global effects of the
ATL, andrecognition of thevalue of biodiversity hotspots. Some commentersstated theanalysis
should aso include the socia costs of deforestation.

The ATL negotiations should be stopped until the analysisis complete. Other commenters want
to suspend the negotiations until each country conducts its own environmental analysis.

A USTR-CEQ study should be conducted to investigate whether an increase in logging
production will result in efficiency or rather, an increase in global deforestation.

Government should consider alternatives such as.  constraining environmentally destructive
subsidies; eliminating tariff escalation rather than al tariffs; granting preferentia treatment to
independently certified imported wood producers; negotiating a binding code of conduct setting
minimum standards for the forestry industry; imposing asmall tax on cross-border trade in forest
products (with revenues dedicated to forest protection); amending GATT to alow greater
flexibility in adopting forest protection measures; and banning trade in forest products from
primary forests.

%2 64 Fed. Reg. 34304 (June 25, 1999).

%3 All comments are available to the public in the reading room of the Office of the United States Trade
Representative, 600 17" St., N.W., Washington, DC 20508.
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Comments Received Raising Concerns Regarding the ATL or U.S. Forest Trade Policy
Generally

The ATL wouldincrease unsustainablelogging practices. A shiftin productionwill lead toglobal
increases in clear cutting.

The World Trade Organization only represents the interests of large corporations.

Specific General Agreement on Tariffs and Trade (GATT) rules should be changed: (1) the
definition of “like products’ in the National Treatment and Most-Favored Nation provisions of
the GATT should be modified to allow distinctions based on the process by which forest products
were harvested and produced; and (2) GATT Article XX(g) should be modified so that measures
taken as part of asustai nable management plan should meet the requirements of Article XX, even
if restrictions on exports are more severe than those placed on domestic production.

The ATL in the forest sector may result in undervalued forest products being traded in an
unsustainable manner.

A future agreement on NTMs will eliminate environmental safeguards such as ecolabeling.
Environmental protection should be fully integrated into U.S. trade policy.

A dynamic, ongoing and transparent process should be established that would allow non-
governmental organizations and other civil society inputsinto the forest ATL negotiations.

The ATL will lead to deforestation, which violates the Kyoto Accord to reduce global warming.

Free trade destroys ecosystems, so tariff reductions must be accompanied by environmental
protection adherence requirements.

The United States should not condone the sanctioning of countries which use environmental
controls to protect their environment.

Tariff liberalization will increaseindustrial logging, and lead to deforestation, habitat destruction
(which leads to species extinction), and a general degradation of the world' s forests.

The principles of the WTO agenda undermine the sovereign rights of states and the interests of
the civil society.
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The United States should regject any forest products negotiations that threaten to treat legitimate
conservation measures asillegal “non-tariff trade barriers;” for example, by attempting to build
new restrictions into the WTO's Sanitary and Phytosanitary and Technical Barriers to Trade
Agreements.

Governments should consider amending the Harmonized Tariff System to better reflect the
sustainable harvesting of natura resource products, and promoting increased flexibility in the
tariff system to potentially allow for a zero-tariff model in certain categories of forest products
(e.g. finished wood products) while maintaining capacity to continue moderate tariffs in other
categories (e.g., raw, unprocessed logs or wood chips) if they were shown to have adverse
environmental and/or economic consequences.

The United States needsto increase protection from invasive species, pests, and fungusimported
on untreated wood products from other countries.

Comments Received in Support of Tariff Liberalization in the Forest Products Sector
The ATL will bring substantial economic and environmental benefits.

The ATL will facilitatethetransfer of environmentally friendly technol ogy and promotion of more
efficient use of resources and is therefore a“win-win” proposal.

Reductionsin tariffsimprove market efficiency and reduce timber harvest. Tariffscausereliance
on higher cost producerswho are less efficient, aswell as more reliance on non-wood substitutes
that have the effect of increasing levels of carbon emissions.

Restrictions on market access have put the U.S. forest products industry at a disadvantage in
international markets. Fair trade enhancesthe prospectsfor sustained environmental protection.

U.S. forestry currently has high environmental standards and is losing business to companies
based in countries where there are no or little environmental standards. The ATL will help U.S.
businesses compete in the global market.

Tariffs that protect inefficient forestry also encourage environmental degradation. Since
environmental protection correl atespositively with standards of living, increasing wealth through
international trade will also increase environmental standards.

Many nations protect inefficient manufacturing sectors by using escalating tariff schedules. Zero

tariffsonal productswould allow the United Statesto export more processed wood and improve
the trade balance. It would also relieve pressure on forestry and land use in developing nations.
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Subsidiesand trade barriersdevalueforest products and theforest land base, and encourage over-
harvesting.

Since trade expands economic growth, more resources would be available to address
environmental needs. Other nations that do not invest in environmental equipment are able to
invest more in productive capacity. Thismay result in ashift of U.S. jobsto those countries. A
level, competitive playing field is needed.

The U.S. forest industry maintains high levels of environmental performance and invests large
amounts of capital in environmental purposes.

Sustainable management of forests is impeded by tariffs because manufacturers must increase
productivity in order to overcome tariffs.

Increased consumption of forest productsisenvironmentally desirableascompared to substitutes,
such as stedl, because forests are renewabl e, recyclable, and energy efficient.

TheUnited States should support international trade policiesthat maximizethe net socia benefits
from forests within the United States.

Because the ATL will increase access to foreign markets and yield higher prices for forest
products, producers will not be forced to convert forest lands into non-forestry uses due to low
or no return on investment.

The United States is not destroying forests by overcutting them. The United States could
increase timber cutting without reducing timber reserves.

Tariff elimination should be pursued in order to increase the true value of wood and discourage
alternate uses of the land.

Accelerated market openings propel economic activity and market growth, providing benefitsto
communities and American workers. The forest products industry employs 1.5 million people
and it is estimated that each $1 billion of exports supports at least 20,000 jobs.

Indonesia’ s export tax on Jelutong logs and lumber is hurting U.S. pencil dlat producers. These
taxes should be eiminated.

Comment Received to Clarify the Record
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One set of comments was submitted to clarify the record relating to a statement attributed to the
commenter that the ATL islikely to lead to a3-4 percent increasein world consumption of forest
products. The comments clarify that the statement was not made in the context of the ATL
debate, but rather, was part of a speech discussing the rate of likely increase in global GDP
resulting from “rapid technology introductions around the world, combined with strong global
economic developments in an essentialy free trade environment.”* The comments state that
these observations were derived from long-term studies of global economics and resulting
implications for the forest products industry. The observations were not the outcome of any
specidized study designed to specifically address the impacts of trade barriers and evolving free
trade on the world’' s economy in general, or the forest products industry in particular.

54 « Comments regarding the economic and environmental effects of tariff elimination in the forest products
sector,” Jaakko Poyry Consulting; 19 August, 1999; submission to USTR.
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